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AGRICULTURAL  EXPORT  CREDIT 
GUARANTEES 


THURSDAY,  MAY  6,  1993 

House  of  Representatives, 
Committee  on  Foreign  Affairs, 
Subcommittee  on  Economic  Policy, 

Trade  and  Environment, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  1:30  p.m.,  in  room 
2200,  Raybum  House  Office  Building,  Hon.  Sam  Grejdenson  (chair- 
man of  the  subcommittee)  presiding. 

Mr.  Gejdenson.  The  committee  will  come  to  order. 

Since  last  November,  Russia  has  defaulted  on  over  $550  million 
in  principal  and  interest  payments  on  $5  billion  in  GSM  short-term 
agricultural  export  credit  guarantees.  In  1990,  Iraq  defaulted  on 
nearly  $2  billion  on  GSM  credit  guarantees  that  had  been  extended 
by  the  LFnited  States  throughout  the  1980's. 

In  both  of  those  instances,  there  were  considerable  level  voices 
within  the  administration,  and  within  interagency  counsels  about 
the  ability  of  these  countries  to  repay  their  GSM  backed  loans.  But 
apparently,  questions  about  creditworthiness  of  the  two  countries 
were  overridden  by  foreign  policy  and  market  development  inter- 
ests. And  in  the  end,  the  American  taxpayer  ended  up  footing  the 
bill  for  their  defaults. 

We  will  pay  for  years  to  come  for  the  mistakes  that  we  made  in 
Iraq,  in  which  foreign  policy  interests  clearly  superceded  any  ra- 
tional assessment  of  the  economic  situation.  Nevertheless,  GSM 
credit  guarantees  for  that  country  are  over  and  done  with. 

Russia  on  the  other  hand  presents  us  with  a  very  serious  ongoing 
problem.  If  and  when  Russia  becomes  current  again  on  its  repay- 
ment of  previously  allocated  GSM  credit  guarantees,  I  have  no 
doubt  that  there  will  be  a  push  to  have  new  GSM  credit  guarantees 
extended  regardless  of  what  that  country's  prospects  for  repayment 
might  be. 

In  my  view,  we  should  help  Russia,  but  there  are  other  options 
for  getting  food  into  the  country  besides  GSM.  President  Clinton  is 
now  exercising  some  of  those  options,  including  longer  term 
concessional  loans  and  Food  for  Peace  donations.  I  think  that  is 
wise,  because  if  we  simply  push  GSM  on  a  country  like  Russia  that 
is  already  heavily  in  debt,  we  commit  two  sins. 

One,  we  add  to  its  debt  burden.  And  two,  we  increase  the  likeli- 
hood that  the  Americans  in  the  end  will  pay  for  more  bad  loans. 
Before  USDA  can  resume  a  GSM  for  Russia,  it  will  have  to  conduct 
a  new  creditworthiness  assessment. 
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We  need  to  know  exactly  how  USDA  will  go  about  making  this 
determination,  and  whether  we  have  the  confidence  that  this  will 
be  an  objective  assessment  that  will  protect  Americans  fi-om  having 
to  pay  future  defaults  by  Russia. 

More  broadly,  we  have  asked  what  it  is  about  the  GSM  program 
that  allows  continued  extension  of  credit  guarantees  to  countries  in 
which  timely  repayment  is  uncertain  at  best.  Is  the  annual  author- 
ized level  of  $5.5  billion  too  high  forcing  USDA  to  seek  out  less 
than  sound  trading  partners?  Are  the  creditworthiness  standards 
that  are  written  into  the  1990  farm  bill  too  weak? 

Maybe  USDA's  internal  controls  need  strengthening,  so  that 
there  is  better  monitoring  of  the  program.  Or  perhaps  despite  the 
prohibition  in  U.S.  law,  foreign  policy  considerations  continue  to 
override  basic  economic  criteria  in  determining  which  countries 
should  get  targeted  by  GSM. 

To  help  us  to  address  these  issues,  we  have  three  witnesses 
today.  Christopher  Goldwait,  Acting  General  Sales  Manager  of  the 
Foreign  Agricultural  Service.  Allan  Mendelowitz  of  the  General  Ac- 
counting Office,  a  regular  before  this  committee.  And  Steven 
McCoy,  the  president  of  North  American  Export  Grain  Association, 

Mr.  Goldthwait. 

Mr.  Goldthwait.  Thank  you  very  much.  Congressman  Gejden- 
son, 

I  might  begin  with  just  a  very  few  oral  comments,  and  ask  that 
my  testimony  in  full  be  inserted. 

Mr.  Gejdenson.  Without  objection. 

[The  prepared  statement  of  Mr.  Groldthwait  appears  in  the  ap- 
pendix.] 

STATEMENT  OF  CHRISTOPHER  GOLDTHWAIT,  ACTING  GEN- 
ERAL  SALES  MANAGER,  FOREIGN  AGRICULTURAL  SERVICE, 
U.S.  DEPARTMENT  OF  AGRICULTURE 

Mr.  Gk)LDTHWAiT.  First  of  all,  I  would  like  to  say  that  I  share 
your  cautious  approach  toward  the  question  of  whether  we  be  re- 
open GSM-102  for  Russia.  And  I  know  that  Secretary  Espy  also 
snares  that  view. 

And  you  indicated,  there  must  be  a  new  creditworthiness  analy- 
sis before  we  can  consider  that.  And  of  course,  there  must  be  some 
settlement  of  the  current  arrearage  problem. 

If  I  might,  I  would  like  to  begin  by  commenting  briefly  on  the 
role  of  agricultural  trade  in  supporting  our  balance  of  payments.  It 
is  one  of  the  very  few  bright  spots  in  the  balance  of  payments,  con- 
tributing in  the  last  fiscal  year  about  $18  billion  on  the  plus  side. 

I  think  that  the  export  programs  that  we  are  talking  about  today 
are  very  critical  to  tnis  effort,  because  they  address  two  key  con- 
cerns. One,  they  offset  our  competitors'  subsidies.  That  is  chiefly 
through  the  export  enhancement  program.  And  two,  the  credit  pro- 
gram oroadens  the  number  of  countries  and  the  amount  of  buying 
power  within  specific  countries,  so  it  causes  a  net  increase  on  the 
size  of  the  market  for  us. 

Agricultural  exports  mean  a  great  deal  to  the  country,  including 
to  the  off-farm  sector  of  the  country,  contributing  something  over 
half  a  million  jobs  off-farm.  And  the  total  amount  of  economic  activ- 
ity that  can  be  attributed  to  agricultural  exports  is  roughly  $100 


billion.  Of  course,  the  exports  are  more  directly  important  to  U.S. 
farmers  who  depend  on  them  for  roughly  a  quarter  of  their  income. 

In  the  1992  fiscal  year,  the  total  value  of  all  agricultural  exports 
was  a  near  record  of  $42.3  billion,  just  $100  million  less  than  the 
record  level. 

In  addition,  I  think  that  there  is  a  very  important  trade  policy 
effect,  particularly  from  the  EEP.  And  I  do  not  think  that  we  would 
have  reached  agreement  with  the  European  Community  in  prin- 
ciple on  limiting  export  subsidies,  the  so-called  Blair  House  agree- 
ment, were  it  not  for  our  ability  to  use  this  program  to  counter  for- 
eign subsidies,  that  is  principally  EC  subsidies. 

If  I  might  review  a  couple  of  points  about  each  program  very 
briefly.  I  will  do  that,  and  then  turn  to  the  specific  questions  that 
you  had  posed  in  vour  letter  of  invitation. 

As  you  know,  EEP  is  a  direct  targeted  export  subsidy  program. 
It  is  used  in  markets  where  we  can  apply  four  criteria.  First,  there 
is  evidence  of  competitors'  unfair  trade  practices.  There  is  evidence 
that  using  the  program  will  have  a  beneficial  impact  on  exports. 
That  there  are  ways  to  minimize  the  adverse  effects  on 
nonsubsidizing  countries.  And  of  course,  we  look  at  the  cost  effec- 
tiveness of  using  the  program  in  particular  circumstances. 

The  GSM  programs,  102  and  103,  are  credit  guarantee  programs. 
That  is  we  guarantee  credit  that  the  private  sector  extends,  which 
without  our  guarantee,  it  would  not  likely  extend  to  buyers  in  for- 
eign countries.  And  I  might  note  that  in  some  cases  that  there  are 
shall  we  say  buyers  for  the  government,  but  in  many  cases  they  are 
also  private  buyers.  The  102  program  has  repayment  terms  of  3 
years,  and  103  generally  7  years. 

In  your  letter  of  invitation,  you  posed  four  questions.  First,  you 
asked  about  the  subsidy  cost  for  the  102  program,  and  how  we  han- 
dle defaults.  Under  the  credit  reform  process,  a  subsidy  estimate 
is  developed  each  year  and  included  in  our  budget  submission.  It 
is  based  on  an  anticipated  mix  of  countries.  It  is  based  on  the  inter- 
agency risk  ratings  that  are  applied  to  categories  of  countries.  And 
of  course,  on  the  potential  program  size  that  we  anticipate.  My 
statement  contains  more  details  on  that  process. 

Defaults  are  in  effect  scored  against  these  subsidies.  The  process, 
I  might  add,  is  one  which  is  quite  complex.  And  if  there  are  par- 
ticular questions  that  you  have  about  it,  I  would  be  happy  to  ad- 
dress them. 

Creditworthiness  is  the  second  area.  And  we  have  a  risk  analysis 
unit  in  USDA,  which  has  developed  an  econometric  analysis  of  a 
variety  of  factors  of  a  financial  and  debt  nature  that  they  use  in 
analyzing  the  situation  of  each  country.  That  is  the  likelihood  of  re- 
payments of  a  particular  level  of  credit  per  country.  Along  with 
that,  they  perform  a  qualitative  review. 

The  process  is  one  which  I  think  is  quite  sophisticated.  It  is  one 
which  we  have  developed  just  in  the  past  3  years.  And  it  is  very 
similar  to  that  which  is  used  by  private  sector  financial  institutions 
as  well  as  other  government  agencies. 

You  asked  whether  we  view  the  goals  and  objectives  of  the  pro- 
grams as  satisfactory.  And  I  would  say  yes,  they  are  fully  adequate. 
For  GSM- 102,  the  two  chief  elements  that  we  look  at  are  country 
risk  and  market  development.  Together  they  define  a  relatively 


narrow  range  of  risk  than  which  we  make  the  program  available. 
That  is  more  risk  from  the  private  sector  by  itself  would  assume, 
but  not  so  much  that  we  think  that  the  prospects  of  repayment  are 
poor. 

As  we  look  at  country  risk  analysis  that  we  generate  for  each 
particular  country,  so  do  we  also  look  at  market  development  de- 
mand. And  we  have  a  formal  reconciliation  process,  again  devel- 
oped just  in  the  past  3  or  4  years,  which  provides  an  appropriate 
tradeoff  between  market  development  and  country  risk  objectives. 

I  mentioned  just  a  moment  ago  the  four  criteria  concerning  EEP. 
And  they  do  provide  us  with  very  clear  guidance  in  terms  of  devel- 
opment of  specific  EEP  initiatives. 

You  asked  at  the  end  about  whether  EEP  has  succeeded  in  in- 
creasing market  share  for  the  United  States.  I  believe  that  it  has. 
I  believe  that  if  you  look  at  wheat  specifically,  which  is  the  com- 
modity that  receives  the  most  support  through  EEP,  you  can  see 
that  since  we  have  put  the  program  in  place  back  in  1985,  that 
there  has  been  a  distinct  stabilization  in  our  market  share,  and 
that  of  the  European  Community. 

That  is  U.S.  market  share  has  generally  recovered  a  little,  and 
turned  around  in  effect,  because  it  was  declining  quite  sharply. 
And  the  EC  market  share  of  world  markets  has  ceased  growing.  So 
I  believe  that  the  EEP  has  indeed  helped  quite  a  lot  with  maintain- 
ing market  share.  And  of  course,  its  principal  objective,  as  I  noted 
a  moment  ago  is  the  trade  policy  impact  that  it  has. 

Mr.  Chairman,  you  asked  whether  $5  billion  is  in  effect  too  large 
a  quantity  of  programming  in  a  particular  year.  I  would  just  note 
that  I  believe  that  it  is  not.  I  believe  that  if  you  look  at  the  record, 
that  you  will  see  that  while  the  legislation  authorizes  that  high  a 
program  level,  there  have  been  years  recently  where  we  have  not 
found  countries  that  meet  the  requirements  of  the  program  from 
our  standpoint,  and  that  we  have  not  fully  used  the  full  level  of  the 
program  where  we  have  not  been  assured  that  there  are  satisfac- 
tory market  development  and  risk  reasons  for  doing  so. 

Of  course,  in  those  years  where  we  find  those,  we  do  more  pro- 
gramming and  come  very  close  to  full  utilization  of  the  program. 

Mr.  Chairman,  I  will  stop  there,  if  I  may.  And  I  would  be  happy 
to  answer  the  questions  of  you  and  the  other  members  of  the  com- 
mittee. 

Mr.  Gejdenson.  If  you  do  not  mind,  I  would  like  to  give  our 
other  two  colleagues  a  chance  to  quickly  present  their  testimony. 
Once  the  three  of  you  are  up  here,  maybe  I  can  get  the  three  of 
you  to  debate  amongst  yourselves  and  make  my  job  easier. 

Is  that  all  right  with  your  schedule? 

Mr.  GoLDTHWAiT.  Absolutely. 

Mr.  Gejdenson.  Thank  you.  And  thank  you  for  that  testimony. 

And  we  would  bring  up  Mr.  Allan  Mendelowitz,  Director  of  Inter- 
national, Energy  and  Finance  Issues,  General  Accounting  Office. 
And  Mr.  Steven  A  McCoy,  president.  North  American  Export 
Grain  Association. 

And  if  you  bring  up  another  chair,  and  move  the  mikes  over.  If 
you  move  the  other  way,  I  think  that  it  would  be  easier.  Very  good. 
Thank  you. 


Mr.  Mendelowitz,  vou  can  bring  your  crack  assistant  up  here, 
who  we  know  does  all  of  the  work  for  you.  I  do  the  same  thing.  It 
works  very  well. 

And  as  always,  we  are  happy  to  have  vou  here.  And  please  feel 
free  to  proceed  as  you  are  most  comfortable. 

If  you  would  just  tell  us  your  partner's  name  and  position  over 
there  for  the  record. 

STATEMENT  OF  ALLAN  L  MENDELOWITZ,  DIRECTOR,  INTER- 
NATIONAL TRADE,  FINANCE,  AND  COMPETITIVENESS  IS- 
SUES, GENERAL  GOVERNMENT  DIVISION,  U.S.  GENERAL  AC- 
COUNTING OFFICE;  ACCOMPANIED  BY:  LAURIE  EKSTRAND, 
ASSOCIATE  DIRECTOR  FOR  INTERNATIONAL  TRADE 

Mr.  Mendelowitz.  I  would  like  to  introduce  the  folks  who  did  all 
of  this  work  for  you.  On  my  immediate  right  is  Laurie  Ekstrand, 
who  is  our  new  Associate  Director  for  International  Trade.  And  be- 
hind us  are  Phil  Thomas,  our  Assistant  Director,  doing  agriculture 
trade  work.  And  Sheila  FLatsenberger,  our  Assistant  General  Coun- 
sel. And  Scott  Einhom,  who  has  been  the  manager  on  the  project. 
I  think  I  better  stop  there.  It  will  look  like  we  have  too  many  peo- 
ple. 

I  would  be  more  than  happy  to  give  a  very  short  summary  of  my 
statement,  and  submit  the  full  statement  for  the  record. 

We  are  happy  to  be  here  to  talk  about  GSM- 102  and  103,  and 
the  Export  Enhancement  Program.  Under  the  Department  of  Agri- 
culture's Export  Credit  and  Intermediate  Export  Credit  Guarantee 
Programs  we  have  major  agricultural  export  promotion  programs. 
Based  on  legislative  requirements,  Agriculture  makes  a  total  of 
$5.7  billion  in  government  loan  guarantees  available  each  year  to 
foreign  buyers  of  U.S.  agricultural  commodities. 

Since  the  programs  began  in  the  1980's,  the  government  has  paid 
out  approximately  $4.2  billion  because  of  loan  repayment  defaults 
by  foreign  country  buyers.  However,  we  estimate  tnat  future  pro- 
gram costs  will  be  much  higher  if  current  foreign  buyers  continue 
to  participate  in  the  loan  guarantee  programs. 

There  is  a  history  in  this  program  of  poor  management  control, 
principally  because  USDA  officials  view  the  export  credit  guarantee 
programs  as  commercial  programs  that  are  subject  to  the  normal 
controls  that  exist  for  commercial  sales  transactions. 

We  disagree  with  this  assessment,  primarily  because  the  Federal 
Government  retains  a  contingent  liability  associated  with  the  guar- 
antees, and  the  Federal  Treasury  is  exposed  to  substantial  loss  in 
the  event  of  defaults. 

Through  legislative  direction  and  other  encouragement,  USDA 
has  taken  action  to  improve  management  of  the  programs,  but 
some  additional  steps  are  still  necessary. 

Current  legislation  restricts  the  programs  from  being  used  for 
foreign  policy  purposes,  or  whenever  the  Secretary  of  Agriculture 
determines  that  a  borrowing  country  cannot  adequately  service  the 
debt  associated  with  specific  program  sales. 

We  found  that  these  restrictions  have  limited  impact  on  the  oper- 
ation of  the  programs.  Program  initiatives  for  a  particular  country, 
which  may  be  desired  for  foreign  policy  purposes,  can  usually  be 
justified  on  market  development  grounds. 
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Furthermore,  the  determinations  on  the  Hkelihood  of  repaying  a 
guaranteed  loan  are  judgment  calls,  for  which  the  Secretary  of  Ag- 
riculture has  considerable  discretion  to  approve  credit  guarantees 
for  even  very  risky  countries.  Overall  creditworthiness  of  a  country 
is  only  one  factor  considered  by  the  Secretary  in  assessing  the  like- 
lihood of  repayment  of  a  specific  credit  guarantee. 

The  Export  Enhancement  Program  established  in  1985  supports 
U.S.  exports  facing  competition  from  subsidized  foreign  exports.  Its 
primary  value  is  as  a  trade  policy  tool.  The  credibility  of  the  United 
States  in  countering  unfairly  subsidized  agricultural  trade  depends 
on  a  willingness  to  continue  this  program  as  long  as  needed. 

If  the  Uruguay  Round  of  GATT  negotiations  is  successful  in  fi- 
nally reaching  a  conclusion  that  would  result  in  a  reduction  in  agri- 
cultural export  subsidies,  then  the  time  will  come  to  reassess  how 
much  funding  is  needed  for  this  program. 

Thank  you. 

[The  prepared  statement  of  Mr.  Mendelowitz  appears  in  the  ap- 
pendix.] 

Mr.  Gejdenson.  Were  you  saying  at  the  end  that  basically  you 
like  the  amount  of  money  that  is  in  the  program  now,  or  you  do 
not  like  it  but  you  do  not  object  to  it? 

Mr.  Mendelowitz.  The  export  enhancement  program? 

Mr.  Gejdenson.  Yes. 

Mr.  Mendelowitz.  Actually,  if  you  go  over  the  history  of  the  pro- 
gram, whenever  funding  has  been  exhausted  for  that  program,  we 
have  gone  on  the  record  as  supporting  appropriation  of  additional 
funding  for  the  Export  Enhancement  Program,  primarily  because 
EEP  is  a  trade  policy  tool.  If  it  is  only  funded  sporadically,  the 
message  we  send  to  our  trading  partners  who  subsidize  their  agri- 
cultural exports  is  that  we  are  not  really  serious  about  this.  If  we 
feel  like  it,  we  will  counter  what  you  do;  if  we  do  not  feel  like  it, 
we  will  not.  And  they  will  not  take  us  seriously  at  the  negotiating 
table. 

I  think  that  demonstrating  that  we  have  deep  pockets  to  counter 
their  subsidies  is  basically  part  of  the  price  of  getting  the  other 
countries  to  the  negotiating  table,  and  getting  them  to  take  our 
subsidy  reduction  proposals  seriously. 

Mr.  Gejdenson.  Mr.  McCoy. 

STATEMENT  OF  STEVEN  A.  MCCOY,  PRESIDENT,  NORTH 
AMERICAN  EXPORT  GRAIN  ASSOCIATION 

Mr.  McCoy.  Mr.  Chairman,  thank  you  for  the  opportunity  to  tes- 
tify. 

At  the  outset,  I  think  that  we  should  probably  have  Chris 
Goldwait  sitting  in  the  middle  between  Mr.  Mendelowitz  and  my- 
self. Because  they  at  GAG  think  that  the  program  is  too  commer- 
cial. I  think  that  it  is  not  commercial  enough.  And  considering  that 
we  are  both  unhappy,  it  means  that  Chris  is  probably  doing  a  pret- 
ty good  job. 

Mr.  Gejdenson.  Mr.  Goldwait,  did  you  get  him  to  come  here? 

Mr.  Goldwait.  No,  sir.  You  invited  him.  But  I  am  delighted  to 
hear  his  statement. 


Mr.  McCoy.  In  any  case,  I  will  get  into  some  of  the  problems  a 
little  bit  later.  But  I  am  happy  to  he  here.  I  am  happy  to  address 
some  of  the  issues  that  you  nave  raised.  I  would  like  to  get  into 
this  whole  question  of  GSM  to  Russia  later  on  perhaps  in  the  ques- 
tion and  answer  period.  But  I  did  want  to  address  the  specific  ques- 
tions that  were  raised  in  your  letter  of  invitation. 

Regarding  the  eflFectiveness  of  GSM  in  the  grain  exporters'  view 
of  effectiveness  of  GSM  with  respect  to  increasing  or  maintaining 
U.S.  market  share,  I  think  that  it  is  fairly  clear  to  you  and  prob- 
ably you  have  heard  from  past  testimony  that  almost  every  interest 
in  American  agriculture  would  argue  that  the  GSM  program  has 
been  a  highly  effective  program  in  maintaining  and  enhancing  the 
U.S.  market  share,  particularly  given  the  competitive  pressures 
that  we  face  overseas,  some  of  which  include  credit  programs  of- 
fered by  other  countries. 

Now  these  programs  are  not  perfect.  And  they  could  benefit  from 
some  more  commercial  oriented  operating  procedures.  But  I  think 
that  given  the  mandate  that  they  have  that  you  have  established 
by  the  Congress,  that  we  can  demonstrate,  and  that  USDA  has 
demonstrated  that  these  programs  have  added  new  markets  and 
have  sustained  other  markets,  which  would  have  either  gone  to  our 
competition  or  disappeared  entirely.  And  for  that  purpose  or  for 
that  reason,  I  think  that  the  program  has  served  its  purpose  and 
probably  deserves  your  support. 

Now  your  question  implies  some  sort  of  linkage,  of  course,  be- 
tween GSM  and  market  share.  And  I  suppose  that  the  argument 
could  be  made  that  since  U.S.  market  share  overall  in  the  1980's 
declined,  that  this  somehow  demonstrates  that  the  GSM  program 
has  not  been  doing  its  job. 

In  fact,  the  circumstances  that  dictated  the  U.S.  declining  mar- 
ket share  really  do  not  have  anything  to  do  with  the  operations  of 
GSM  or  any  management  problems  that  the  program  may  have 
evidenced.  The  factors  that  have  led  to  a  declining  market  share 
have  more  to  do  with  our  domestic  farm  policy  than  they  do  with 
our  export  programs. 

So  I  think  that  if  we  are  going  to  address  that  situation,  that  we 
probably  would  be  best  to  start  looking  there,  and  also  to  foreign 
policy  constraints  that  have  created  a  kind  of  outer  limit  to  our 
competitive  capabilities  overseas. 

Now  the  EEP  program  has  been  a  controversial  program,  as  you 
well  know.  It  is  an  export  subsidy  program.  And  of  course,  Amer- 
ican policy  for  the  last  two  decades  has  oeen  to  disavow  export  sub- 
sidy programs  in  preference  of  a  free  trade  international  environ- 
ment. So  therefore,  it  places  us  somewhat  in  the  horns  of  a  di- 
lemma. 

Nevertheless,  I  think  that  most  people  agree  that  it  is  hard  to 
imagine  a  world  in  which  the  United  States  can  continue  to  remain 
competitive  against  the  EC  in  the  absence  of  EEP.  Obviously,  ex- 
port subsidies  are  something  that  in  a  perfect  world  that  we  would 
do  without.  It  is  not  a  perfect  world.  Now  the  record  of  export  en- 
hancement vis-a-vis  EC  competitiveness  has  also  been  controver- 
sial. Chris  argued  that  EEP  has  given  us  the  capability  to  hold  our 
own  against  the  European  Community.  And  I  think  that  the  pre- 
ponderance of  views  on  that  would  agree  with  him  in  the  early 
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years.  And  most  recently,  I  think  that  we  have  hit  a  plateau.  So 
the  program  is  probably  not  as  effective  as  it  was  initially. 

But  with  respect  to  improvements  in  export  enhancement  and 
improvements  in  GSM,  I  have  provided  your  staff  over  the  years 
with  a  whole  host  of  recommendations  that  we  have  also  provided 
the  USDA  in  terms  of  bringing  some  more  commercial  orientation 
into  these  programs,  opening  up  the  export  enhancement  program 
and  making  it  more  transparent,  making  it  work  together  with  the 
market  rather  than  creating  such  disruptions  in  the  market. 

The  goals  of  both  of  these  programs  are  established  by  law  and 
regulation.  And  I  think  that  they  are  adequate  to  the  task.  Of 
course,  they  are  both  targeted  programs.  And  at  least  with  respect 
to  export  enhancement,  many  in  the  industry  favor  an  across  the 
board  approach  to  export  subsidies,  if  we  have  to  operate  in  that 
environment. 

You  know,  of  course,  that  GSM  is  now  by  the  1990  law  to  be  held 
free  from  foreign  policy  considerations.  But  I  guess  that  we  recog- 
nize that  that  is  a  very  difficult  thing  to  accomplish  in  fact.  Obvi- 
ously, foreign  policy  considerations  always  play  a  role  in  these 
kinas  of  programs,  particularly  when  you  consider  the  list  of  coun- 
tries that  we  are  taking  a  look  at. 

Creditworthiness,  as  you  indicated,  has  been  the  source  of  major 
controversy  recently,  particularly  with  respect  to  Russia  and  the 
CIS.  I  think  that  it  is  important  to  point  out  that  creditworthiness 
has  always  been  the  criteria  in  GSM.  This  is  not  necessarily  a  new 
issue. 

Nevertheless,  I  believe  that  the  creditworthiness  guidelines  con- 
tained in  the  1990  Act  as  interpreted  by  USDA  may  be  too  narrow 
to  admit  such  circumstances  as  we  see  today  with  respect  to  Rus- 
sia. Holding  Russia  wholly  accountable  for  the  past  of  the  USSR, 
it  remains  suspended  from  the  GSM  program,  despite  real  evidence 
that  it  could  service  new  debt  under  the  terms  of  the  GSM-103 
program.  And  I  would  be  happy  to  get  into  that  in  more  detail. 

But  in  conclusion  therefore,  I  tnink  that  these  programs  have 
proven  their  usefulness.  I  think  that  we  can  have  an  honest  and 
open  debate  about  their  costs.  But  I  think  that  the  bottom  line  is 
that  in  the  interests  of  U.S.  agriculture,  that  we  need  to  maintain 
them  for  the  present  time. 

Thank  you. 

[The  prepared  statement  of  Mr.  McCoy  appears  in  the  appendix.] 

Mr.  Gejdenson.  Thank  you. 

Mr.  Mendelowitz,  your  testimony  on  GSM  is  fairly  critical  in 
some  respects. 

Should  we  interpret  this  that  if  you  are  given  a  choice  that  you 
would  end  the  GSM  program? 

Mr.  Mendelowitz.  We  have  never  taken  the  position  that  the 
GSM  program  should  be  ended. 

Mr.  Gejdenson.  Let  me  ask  this  question,  Mr.  Mendelowitz. 

What  is  the  default  rate  of  Eximbank  loan  guarantees? 

Mr.  Mendelowitz.  I  cannot  tell  you  the  exact  number,  but  it  is 
substantially  lower  than  for  the  GSM  program. 

Mr.  Gejdenson.  I  would  like  for  you  to  get  me  that.  And  then 
I  would  like  you  to  speculate. 


Is  that  because  the  Eximbank  programs  go  to  more  developed 
and  wealthier  countries  to  begin  with,  and  therefore  you  do  not 
have  the  problem  with  defaults,  or  does  it  have  something  to  do 
with  food  over  products? 

I  would  be  curious.  You  do  not  have  to  do  it  right  now.  Just  take 
a  look. 

Mr.  Mendelowitz.  I  can  give  you  a  part  of  an  answer  to  that. 

Mr.  Gejdenson.  ok. 

Mr.  Mendelowitz.  If  you  look  at  the  portfolio  of  the  Eximbank 
versus  the  portfolio  of  CCC  for  this  year,  i.e.  GSM-102  and  103 
programs,  the  average  creditworthiness  of  the  borrowers  that  re- 
ceive Eximbank  loans  and  guarantees  is  somewhat  higher. 

And  secondly,  I  think  that  the  Eximbank  was  considerably  more 
careful  generally  about  whom  it  loaned  money  to.  If  you  look  at  the 
experience  of  tne  late  1980's,  Eximbank  was  essentially  closed  to 
Iraq.  At  the  same  time,  agriculture  was  making  very  large  loan 
guarantees  to  Iraq  through  GSM-102, 

Mr.  Gejdenson.  If  the  Bush  administration  was  intent  on  assist- 
ing Iraq,  was  it  because  it  was  easier  to  use  fungible  agricultural 
dollars  to  assist  the  Iraqi  Government,  than  the  more  difficult  and 
more  project  specific  loans  that  you  might  be  able  to  find  in  the 
case  of  Eximbank?  Why  did  the  Bush  administration  not  try  to  use 
political  muscle  on  EX-IM  to  finance  Iraqi  loans?  I  suppose  all 
monies  in  the  end  are  fungible,  because  if  we  build  a  dam  for  the 
Iraqis  instead  of  buying  their  grain,  they  will  still  have  the  dollars 
left;  over  to  buy  their  weapons  parts. 

Mr.  Mendelx)WITZ.  I  think  that  your  observation  that  money  is 
fungible  is  absolutely  correct.  If  a  country  needs  credit,  how  we 
provide  it  is  not  as  significant  as  the  fact  that  we  do  provide  it,  and 
the  level  at  which  we  provide  it. 

If  we  provide  credit  to  Iraq  to  buy  industrial  products  or  food 
that  it  needs  to  purchase,  we  then  free  up  other  resources  that  Iraq 
has  available. 

Mr.  Gejdenson.  So  why  did  the  Bush  administration  use  the 
grain  program  rather  than  the  commercial  program? 

Mr.  Mendelowitz.  I  think  that  the  answer  to  that  is  twofold. 
One,  I  think  that  the  market  development  objectives  of  the  CCC  or 
FAS  with  respect  to  Iraq  were  quite  substantial.  Secondly,  my  un- 
derstanding, based  on  my  memory  of  the  record,  is  that  the 
Eximbank  was  far  less  susceptible  to  suggestion  from  the  adminis- 
tration that  it  support  loans  to  Iraq. 

Basically,  the  Eximbank  was  reluctant  to  fund  Iraq,  because  it 
saw  Iraq  as  a  major  credit  risk.  FAS  was  happier  to  fund  agricul- 
tural exports  to  Iraq,  because  it  saw  good  long-term  potential  mar- 
kets, and  gave  less  weight  to  the  credit  risk  associated  with  the 
credit  guarantees  to  Iraq. 

Mr.  Gejdenson.  So  Mr.  Goldwait,  let  me  ask  you  this  question 
in  the  context  of  the  Iraq  situation,  only  to  be  used  as  a  lesson, 
that  we  do  not  get  into  this  kind  of  situation  again. 

Is  there  a  mandate  that  says  that  you  must  use  up  about  $5  bil- 
lion in  this  process?  It  seems  to  me  tnat  if  I  were  a  Federal  agency, 
and  the  Congress  said  that  I  had  to  spend  $5  billion  a  year  and 
could  onlv  loan  it  to  creditworthy  people,  I  would  get  the  message. 
I  would  keep  moving  the  creditworthiness  criteria  until  the  total 


10 

number  of  loans  reached  $5  billion.  And  if  I  approached  the  $5  bil- 
lion figure  using  AAA  rated  countries,  that  would  still  be  within 
the  congressional  mandate.  Even  if  this  required  going  to  B,  or  C, 
or  D,  or  E  rated  countries,  the  criteria  would  continally  be 
squeezed  lower,  in  order  to  reach  the  mandate  figure. 

When  the  State  Department  approaches  the  Eximbank  saying 
that  they  would  like  to  do  programs  in  Iraq,  the  Eximbank  basi- 
cally responds  by  saying  that  tney  do  not  have  enough  dollars  to 
do  the  programs  that  they  ought  to  be  doing.  Despite  the  pressures 
of  the  President,  the  Eximbank  has  real  legitimate  products  that 
they  want  to  move  and  therefore  does  not  bow  into  the  pressure. 
On  the  other  hand,  over  here  at  GSM,  we  have  got  to  get  to  this 
$5  billion  number.  If  the  State  Department  wants  us  to  get  to  that 
$5  billion  figure  by  giving  a  couple  of  billion  dollars  to  Saddam 
Hussein,  then  that  is  what  we  will  do. 

Mr.  GoLDWAiT.  I  would  make  a  couple  of  observations.  First  of 
all,  we  do  not  interpret  the  $5  billion  level  as  an  instruction  that 
we  must  lend  no  less  than  $5  billion. 
Mr.  Gejdenson.  Have  you  lent  less  than  $5  billion? 
Mr.  GoLDWAiT.  In  a  number  of  years  recently,  we  have. 
Mr.  Gejdenson.  Since  that  was  passed? 

Mr.  GoLDWAiT.  Yes.  So  in  point  of  fact,  we  do  not  take  that  to 
mean  an  instruction  to  lend  no  less  than  that. 

Secondly,  I  would  point  out  that  we  have  considerably  upgraded 
our  risk  analysis  system  in  the  past  3  years. 

Mr.  Gejdenson.  That  was  not  a  problem  in  Iraq.  Everybody 
knew  that  Iraq  could  not  pay. 

Mr.  Gold  WAIT.  Well,  to  be  quite  honest,  up  until  the  time  of  the 
invasion  of  Kuwait,  they  had  one  of  the  best  repayment  records  in 
the  program. 

Mr.  Gejdenson.  I  do  not  want  to  argue  with  you  on  that,  how- 
ever as  I  recall,  Iraq  had  a  bad  credit  record.  People  inside  the  gov- 
ernment said  that  Iraq  was  not  creditworthy,  that  it  had  failed  to 
pay  some  of  its  other  creditors,  and  that  the  only  thing  that 
changed  when  Kuwait  was  invaded  was,  that  Iraq  became  the 
enemy.  Previously  we  had  liked  Iraq. 

I  thought  that  we  had  estimates  from  both  the  CIA  and  the  State 
Department  that  said  they  were  not  creditworthy.  Yet  they  found 
a  way  to  get  you  to  give  them  the  loans. 

Why  was  that?  Not  from  you  personally,  because  we  think  pos- 
sibly you  are  a  decent  fellow,  although  we  are  not  sure. 

Mr.  GOLDWAIT.  The  size  of  our  Iraq  program  was  predicated  pri- 
marily on  the  market  development  demand  that  we  saw  there.  In 
point  of  fact,  as  I  indicated,  several  years  after  we  began  program- 
ming to  Iraq,  we  did  in  fact  develop  a  much  more  sophisticated 
country  risk  analysis  capability.  And  in  our  last  year  in  our  pro- 
gramming for  Iraq,  we  cut  back  the  size  of  that  program. 

Mr.  Gejdenson.  Now  if  I  were  a  president,  and  I  had  4  years 
left  to  my  term — and  the  country  is  constitutionally  protected  from 
that  possibility,  because  I  was  not  bom  here — but  if  I  were  the 
president  with  4  years  left  in  my  term,  and  I  looked  at  this  GSM 
program,  I  would  say  it  is  a  pretty  good  program.  You  know,  there 
are  things  that  I  have  to  do  that  I  cannot  convince  the  American 
people  need  to  be  done.  Perhaps  helping  the  Soviet  Union,  and 
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maybe  some  other  country  that  is  in  trouble  will  be  one  of  those 
things. 

It  might  be  instinct  on  my  part  to  say  that  we  are  not  giving 
them  money,  that  we  are  not  going  to  give  them  Public  Law  480, 
because  politically  we  cannot  give  things  away  when  we  have  these 
kinds  of  debts  and  the  inability  to  take  care  of  programs  at  home. 
However,  we  are  going  to  guarantee  the  loans  that  they  need. 

In  a  sense,  what  we  end  up  doing  is  the  easiest  answer  for  every- 
body. The  farmers  get  to  move  the  grain,  the  Congress  gets  to  say 
we  are  helping  democracy,  and  it  is  not  costing  the  taxpayers.  How- 
ever, in  the  final  analysis,  it  costs  everybody  more.  First  of  all,  the 
bankers  and  everybody — we  start  off  with  a  straight  deal  that  we 
are  giving  it  away  or  it  is  at  a  concessional  rate  that  they  can 
repay.  It  costs  us  less.  This  makes  it  more  expensive  once  they  fail, 
than  if  we  had  just  given  them  the  stuff,  does  it  not?  Because  there 
is  somebody  in  the  middle  getting  a  piece  of  the  action  that  had 
a  commercial  loan  that  was  getting  7  or  8  percent,  or  twenty  per- 
cent, or  whatever  their  interest  rates  were,  right? 

Mr.  GrOLDWAiT.  Well,  there  is  commercial  involved  in  the  pro- 
gram, yes. 

Mr.  Gejdenson.  I  am  for  helping  the  former  Soviet  Union,  yet 
I  think  that  it  will  be  very  hard  to  convince  this  country  to  do  so 
after  we  have  abandoned  most  domestic  programs  for  a  decade  or 
more.  I  am  in  favor  of  helping  farmers  move  their  product  on  the 
international  markets.  But  I  think  that  we  have  to  come  to  grips 
with  the  fact  that  we  are  going  to  have  to  tell  the  American  people 
that  it  was  worth  trillions  of  dollars  to  contain  the  Soviet  Union. 
Some  days  even  I  wonder  about  that  policy,  especially  when  I  see 
the  way  that  they  behave. 

Nonetheless,  if  we  thought  that  was  important  then,  it  might  be 
important  enough  now  for  us  to  use  some  of  our  resources  to  keep 
Russia  from  becoming  another  Yugoslavia.  Perhaps  we  should  go 
for  more  programs  like  Public  Law  480  or  concessional  sales,  rather 
than  kidding  ourselves  that  we  can  guarantee  loans  to  Russia,  who 
cannot  pay  back  her  present  loans. 

Mr.  GoLDTHWAlT.  That  in  effect  is  what  we  have  done  with  the 
Food  for  Progress  initiative  that  the  President  has  extended  to 
them  most  recently. 

Mr.  Gejdenson.  So  President  Clinton  is  not  using  the  GSM  pro- 
gram for  Russia  at  the  moment? 

Mr.  GoLDTHWAlT.  At  the  moment,  no. 

Mr.  Gejdenson.  Are  there  other  places  in  the  world  that  maybe 
we  are  not  watching  carefully  enough,  where  we  are  using  GSM, 
and  where  you  think  maybe  we  should  not? 

Mr.  GoLDTHWAlT.  No.  I  believe  that  we  are  using  the  program 
quite  wisely.  We  have  a  number  of  countries 

Mr.  Gejdenson.  Just  remember  that  Mendelowitz  is  sitting 
down  there,  and  he  is  going  to  get  to  answer  after  you  do. 

Mr.  GoLDTHWAiT.  Yes,  sir.  I  understand. 

But  I  believe  that  if  you  look  at  the  largest  countries  in  our  port- 
folio, that  you  will  see  that  they  include  a  couple  of  very,  very  good 
risks  where  there  is  still  a  need  for  credit,  Korea  and  Mexico,  I 
think  that  we  are  using  the  program  appropriately. 
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Mr.  Gejdenson.  Mr.  Mendelowitz,  do  you  agree  with  that  assess- 
ment, are  they  much  better  now? 

Mr.  Mendelowitz.  If  you  look  at  the  risk  in  the  GSM  portfoho 
today  and  compare  it  with  the  level  of  risk  of  several  years  ago,  it 
is  probably  a  somewhat  less  risky  and  better  quality  portfolio.  So 
there  has  been  improvement  in  that  area.  However,  the  recent 
problem  with  loans  to  the  FSV  is  now  complicathing  the  picture. 

Mr.  Gejdenson.  What  are  we  doing?  We  do  not  use  GSM  for  a 
country  like  Libya,  right? 

Mr.  Mendelowitz.  No. 

Mr.  Gejdenson.  How  about  Syria? 

Mr.  Mendelowitz.  No. 

Mr.  Gejdenson.  Are  there  other  countries  that  we  see  as  either 
terrorist  nations  or  states  that  are  assisting  the  destabilization  of 
their  regions  that  we  have  GSM  programs  going  into? 

Mr.  Goldthwait.  I  do  not  believe  so. 

Mr.  Gejdenson.  Do  we  have  a  list  of  countries?  We  have  that. 
OK,  great. 

Mr.  McCoy,  you  wanted  to  say  something  here  in  defense  of  your- 
self. 

Mr.  McCoy.  You  know,  I  think  that  it  may  be  a  little  early  to 
write  the  Russians  off  for  the  rest  of  all  time.  The  bottom  line  is 
that  the  critical  problem  that  they  face  and  that  we  face  is  that  the 
loans  that  we  extended,  which  we  always  say  we  extended  to  Rus- 
sia, we  in  fact  extended  to  the  former  Soviet  Union.  And  we  have 
asked  the  Russians  to  assume  the  obligation  to  repay  those  debts. 
And  of  course,  the  Russians  themselves  only  enjoyed  roughly  50 
percent  of  the  benefit  of  the  loans  that  we  gave  them  to  begin  with. 

Once  we  get  the  debt  restructured  in  the  Paris  Club,  which  is  the 
typical  wav  of  dealing  with  this,  it  has  worked  in  the  case  of  Mex- 
ico and  otner  countries,  there  is  every  reason  to  assume  that  the 
Russians  will  be  able  to  handle  a  volume  of  debt  that  they  might 
then  take  on  under  a  program  such  as  GSM- 103,  and  be  able  to 
keep  current,  and  will  be  able  to  advance  our  commercial  objectives 
in  their  market. 

Mr.  Gejdenson.  You  do  not  care,  not  that  you  do  not  care,  but 
it  is  not  of  any  import  to  the  farmers — you  represent  the  farmers? 

Mr.  McCoy.  I  represent  the  companies. 

Mr.  Gejdenson.  The  companies,  the  middle  men. 

Mr.  McCoy.  The  merchants. 

Mr.  Gejdenson.  It  does  not  make  any  difference  to  the  middle 
men  if  you  use  GSM  or  some  other  program  that  gets  the  product 
over  there? 

Mr.  McCoy.  Well,  I  think  it  does. 

Mr.  Gejdenson.  Why? 

Mr.  McCoy.  Well,  for  a  number  of  reasons.  I  think  that  the  GSM 
program  is  a  commercial  program.  And  the  fact  of  the  matter  is 
that  it  is  a  program  that  is  much  more  flexible  in  terms  of  the  com- 
modities that  you  can  ship,  and  the  terms  and  conditions  that  you 
can  ship  in  a  food  aid  program. 

Typically,  in  food  aid  programs  in  the  old  days,  not  so  much  any- 
more, you  would  have  self-help  provisions  apply,  and  you  have 
cargo  preference  apply.  You  have  a  whole  host  of  limitations  on  the 
effectiveness  of  those  programs. 
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Mr.  Gejdenson.  We  certainly  do  not  want  to  get  into  cargo  pref- 
erence. 

Mr.  McCoy.  I  do  not  think  that  we  ought  to  either. 

Mr.  Gejdenson.  There  are  a  whole  host  of  problems  that  we  do 
not  need. 

Does  it  make  any  difference  to  the  farmers  between  EEP,  or 
GSM,  or  any  of  these  other  programs,  or  Public  Law  480,  Mr. 
Goldthwait. 

Mr.  Goldthwait.  I  think  the  farmers  are  interested  chiefly  in 
seeing  our  sales  continue.  We  have  an  array  of  tools  that  we  can 
use  for  that.  And  we  use  the  tools  either  singly  or  in  combination 
as  is  necessary  to  get  the  job  done  where  it  is  appropriate  to  use 
those  tools. 

Mr.  Gejdenson.  I  wish  I  had  the  statute  in  front  of  me. 

The  $5  billion  trigger  does  not  make  you  feel  like  you  are  under 
the  gun  to  that  much  money? 

Mr.  Goldthwait.  No.  We  approach  that  as  an  upper  limit.  If  we 
find  countries  or  lending  situations  where  we  can  provide  guaran- 
tees up  to  that  that  fit  within  the  criteria  that  we  apply,  that  is 
a  need  for  the  credit  guarantees,  as  well  as  the  relative  risk.  And 
in  fact,  we  will  program  that  much. 

Mr.  Gejdenson.  Ms.  McKinney,  before  your  question,  let  me  just 
publicly  thank  you  for  chairing  the  hearing  the  other  day.  My  staff 
said  that  you  did  a  better  job  than  I  ever  do. 

Ms.  McKinney,  Your  staff  is  infinitely  correct.  [Laughter.] 

Ms.  McKinney.  Sorry,  Mr.  Chairman. 

Mr.  Gejdenson.  That  is  all  right.  You  will  not  be  chairing  any 
more  hearings. 

Ms.  McKmney.  I  just  have  one  question.  I  really  do  not  know 
who  to  direct  it  to.  It  is  about  the  concern  that  some  people  have 
about  extending  GSM,  watering  down  the  creditworthiness  require- 
ment, so  that  Russia  can  participate  in  the  program. 

And  I  am  wondering  if  that  has  been  offered  to  any  other  or  sug- 
gested for  application  to  any  other  countries? 

Mr.  Goldthwait.  I  will  take  a  stab  at  that,  and  others  may  also 
have  views. 

We  believe  that  in  extending  the  102  program  in  various  stages 
to  the  former  Soviet  Union  that  we  did  the  best  analysis  that  we 
could  at  the  time,  and  arrived  at  a  judgment  in  the  case  of  each 
extension  of  credit  that  was  consistent  with  the  guidance  that  is 
provided  to  us. 

The  only  change  in  providing  the  credit  guarantees  was  with  re- 
spect to  the  quantity  of  the  piece  of  the  transaction  that  we  would 
cover,  100  percent  of  the  size  of  the  guarantee  rather  than  98  per- 
cent. And  again,  we  thought  at  that  particular  moment  in  time 
that  that  was  also  appropriate,  and  there  were  precedents  for  that. 

So  I  would  say  that  basically  the  standards  that  were  applied,  in 
applying  these  standards  that  we  have,  we  came  as  close  as  we 
could  to  applying  them  as  we  do  for  all  countries. 

Mr.  McCoy.  I  would  just  agree  with  that.  Again,  I  do  not  think 
that  the  Russians  got  any  special  breaks.  The  provisos  that  Chris 
indicated  here,  100  percent  of  the  coverage,  and  shipping  included 
under  the  program  were  offers  that  had  been  made  to  countries 
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previously.  Russia  is  a  tremendously  important  market,  and  it  is 
important  that  we  take  care  of  it. 

Mr.  Mendelowitz.  The  precedent  for  providing  loan  guarantees 
to  cover  full  cost  of  the  purchase  plus  the  shipping  is  Iraq. 

Mr.  GrOLDTHWAlT.  There  are  some  other  precedents  as  well, 

Mr.  McCoy.  I  think  Mexico  was  also  involved. 

Mr.  Mendelowitz.  Mexico  got  100  percent. 

Ms.  McKiNNEY.  Mr.  Goldthwait,  I  think  that  we  saw  each  other 
at  the  Agriculture  Committee. 

Mr.  Goldthwait.  We  did  indeed. 

Ms.  McKiNNEY,  And  I  think  I  asked  you  for  a  list  of  Georgia 
companies,  did  I? 

Mr.  Goldthwait.  I  do  not  recall  that.  But  if  there  is  some  infor- 
mation that  we  can  provide,  we  would  be  more  than  happy  to. 

Ms.  McKiNNEY.  OK  I  think  that  I  would  like  that  information. 

Mr.  Gejdenson.  Is  it  hard  to  get  the  information  that  benefits 
her  district  or  any  other  district,  because  in  fact  the  merchants  or 
the  middle  men  end  up  getting  the  money,  so  it  is  hard  to  see  the 
farmers?  The  farmer  benefits  obviously,  because  his  crop  moves. 
But  the  actual  contract  may  always  be  written  to  New  York  City, 
or  New  Orleans,  or  Chicago,  because  there  is  no  way  to  trace  back 
a  benefit. 

Mr.  Goldthwait.  To  special  farms;  no,  there  is  not.  But  if  ex- 
ports are  made  by  countries  that  are  headquartered  in  a  particular 
state,  that  information  we  can  provide. 

Mr.  Gejdenson.  Let  me  ask  one  question.  We  do  this  to  you,  so 
it  is  not  your  fault  here.  But  in  reading  this,  it  says,  and  I  do  not 
have  my  glasses,  but  I  think  I  have  got  it  right;  it  says,  "The  Com- 
modity Credit  Corporation  shall  make  available  for  each  of  the  fis- 
cal years  1991  through  1995  not  less  than  $5  billion  in  credit  guar- 
antees under  section  202A." 

Now  does  that  mean  that  it  does  not  have  to  execute  the  con- 
tracts, but  it  does  have  to  make  them  available? 

Mr.  Goldthwait.  We  interpret  that  to  mean  that  we  must  strive 
to  find  programming  opportunities. 

Mr.  Gejdenson.  How  do  you  get  that  out  of  that  language?  I  am 
not  against  what  you  are  doing.  It  is  nice  to  know  that  what  we 
do  is  not  always  relevant  here. 

Mr.  Goldthwait.  No,  sir. 

Mr.  Gejdenson.  Because  sometimes  we  do  the  wrong  thing,  and 
if  you  can  adjust  you  are  better  off.  I  was  just  wondering  what 
legal  ground  you  have  for  doing  it. 

Mr.  Goldthwait.  There  are  several  points  within  the  statute 
that  apply  here  in  governing  our  ability  to  make  the  credit  guaran- 
tees available. 

Mr.  Gejdenson.  When  they  are  in  conflict,  you  get  to  choose. 

Mr.  Goldthwait.  Let  me  put  it  this  way.  We,  in  this  case,  look 
at  the  relative  demand  from  the  market  development  standpoint. 
We  look  at  what  is  implied  from  a  creditworthiness  standpoint. 
And  we  make  the  best  judgment  that  we  can  as  to  the  level. 

Mr.  Gejdenson.  Let  me  ask  one  more  question.  I  hate  to  cut  you 
off,  but  we  are  going  to  have  to  go  for  a  vote  in  a  second.  And  then 
I  want  to  give  Ms.  McKinney  some  more  time  before  we  leave. 
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Why  did  South  Korea  get  in  this  program?  They  are  wonderful 
people;  they  have  lots  of  money,  a  big  cash  operation,  and  they  sell 
a  lot  of  product.  It  is  a  pretty  advanced  and  modern  country. 

Why  do  we  use  that  program  there? 

Mr.  GoLDTHWAlT.  Well,  first  of  all,  I  might  point  out  that  Mr. 
Mendelowitz,  I  believe,  is  delighted  that  we  have  some  countries 
like  Korea  in  our  portfolio.  Secondly,  basically  South  Korea  has 
been  in  the  program  for  a  number  of  years.  Their  situation  with  re- 
spect to  needing  credit  has  lessened  over  time,  and  the  size  of  our 
program  has  declined  a  little  bit.  But  there  are  still  buyers  in 
South  Korea  for  whom  the  abilitv  to  finance  over  a  relatively  short- 
er period  of  time,  not  necessarily  the  full  3  years,  makes  the  dif- 
ference in  terms  of  whether  they  send  the  business  to  the  United 
States,  or  they  send  it  to  another  country. 

Mr.  Gejdenson.  Ms.  McKinney. 

Ms.  McKinney.  Well,  I  really  do  not  know  if  this  question  is  ap- 
propriate, but  it  comes  from  the  Agriculture  Committee,  and  the 
president's  recommendation  that  CCC  payments  to  farmers  with 
nonfarm  income  be  targeted  to  those  farmers  with  nonfarm  income 
of  less  than  $100,000. 

What  is  your  opinion  about  that  recommendation? 

Mr.  GOLDTHWAIT.  Obviouslv,  we  support  what  is  in  the  presi- 
dent's proposal.  I,  quite  frankly,  am  not  an  expert  on  all  of  the  do- 
mestic programs.  And  I  would  like  to  have  the  Agricultural  Sta- 
bilization and  Conservation  Service  develop  an  answer  for  you  on 
that  point  as  to  the  relative  effects  that  that  particular  part  of  the 
president's  proposal  will  have. 

Ms.  McI^NNEY.  Well,  there  was  just  so  much  opposition  that  I 
did  not  really  understand.  I  thought  maybe  you  could  help  me  un- 
derstand that  opposition  a  little  better. 

Mr.  GrOLDTHWAiT.  I  believe  that  you  will  find  that  any  time  that 
you  set  a  particular  ceiling  on  a  particular  kind  of  a  benefit,  that 
there  is  going  to  be  a  certain  degree  of  opposition.  But  to  be  quite 
honest  with  you,  I  am  probably  not  the  best  person  to  speak  to 
that. 

Ms.  McKinney.  Thanks. 

Mr.  Gejdenson.  We  thank  you  gentleman  and  madam  for  ap- 
pearing before  us. 

Without  objection,  I  will  place  the  statement  in  the  record  of  the 
gentleman  from  New  York. 

[The  information  refered  to  appears  in  the  appendix.] 

Mr.  Gejdenson.  We  will  submit  any  additional  questions  to  you. 
And  we  thank  you  again  for  appearing  before  us.  The  hearing  is 
adjourned. 

[Whereupon,  at  2:36  p.m.,  the  subcommittee  was  adjourned.] 
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Mr.  Chairman  and  Members  of  the  Subcommittee:  I  am  pleased  to  have 
this  opportunity  to  appear  before  you  today  as  Acting  General  Sales  Manager 
of  the  U.S.  Department  of  Agriculture  to  discuss  the  GSM  export  credit 
guarantee  programs  and  the  Export  Enhancement  Program  (EEP).   I  welcome  the 
Subcommittee's  interest  in  these  export  programs  and  the  important  role  they 
continue  to  play. 

As  you  know,  Mr.  Chairman,  the  benefits  of  agricultural  trade 
extend  far  beyond  the  farms  and  ranches  of  America  to  the  entire  U.S. 
economy.  Agriculture,  for  example,  is  one  of  the  few  success  stories  in  the 
U.S.  balance-of-trade  picture.  Last  year's  S18  billion  surplus  in 
agricultural  trade  presents  a  sharp,  positive  contrast  to  a  U.S.  deficit  of 
more  than  S90  billion  in  nonagricul tural  trade. 

It  is  equally  important  to  note  the  significant  contribution 
agricultural  exports  make  to  economic  activity  and  jobs  in  every  state  of 
this  nation.  An  Economic  Research  Service  study  concluded  that  the 
employment  generated  by  U.S.  agricultural  exports  in  1991  provided  around 
860,000  full-time  jobs  in  the  U.S.  economy.  More  than  hal f-a-mi 1 1  ion  of 
these  jobs  —  60  percent  —  were  beyond  the  farm  gate,  as  workers  in  the 
processing,  assembly,  transportation,  marketing,  and  other  industries  were 
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employed  in  preparing  agricultural  products  for  shipment  overseas.  The 
total  economic  activity  related  to  these  exports  is  estimated  at  S94  billion 
in  1991  and  probably  exceeded  $100  billion  last  year. 

As  we  cite  these  economic  contributions,  we  must  not  forget  the 
important  and  continuing  role  of  the  export  programs  in  challenging  the 
unfair  trade  practices  of  U.S.  competitors  and  opening  the  door  to  long-term 
market  opportunities  for  U.S.  producers  and  exporters.  Beginning  in  the 
mid-1980's  after  a  dramatic  and  sustained  decline  in  U.S.  agricultural 
exports,  Congress  mandated  a  larger  and  more  active  role  for  USDA's  export 
programs.  Expanded  authorities  and  increased  funding  for  the  export 
programs  were  also  provided  to  ensure  that,  as  more  market-oriented  domestic 
farm  policies  were  adopted,  U.S.  farmers  would  be  assured  expanded  sales 
opportunities  and  higher  income  from  the  international  marketplace.  Between 
fiscal  years  1981  and  1986,  U.S.  agricultural  exports  plummeted  40  percent 
in  value,  and  26  consecutive  years  of  U.S.  balance-of-trade  surpluses  in 
agriculture  seemed  about  to  disappear.  Since  FY  1986,  U.S.  agricultural 
exports  have  increased  more  than  60  percent  in  value,  recovering  to  S42.3 
billion  last  year  --  the  second  highest  level  on  record.  Over  the  same 
period,  the  U.S.  agricultural  trade  surplus  increased  233  percent. 

Yet,  even  with  these  successes,  we  must  recognize  that  U.S. 
producers  and  exporters  continue  to  face  heavily  subsidized  competition  in 
global  markets.  Similarly,  access  to  credit  remains  a  critical  necessity  -- 
and  a  tool  employed  by  most  of  our  major  competitors  --  for  stimulating 
exports  to  many  developing  countries,  as  well  as  to  the  emerging  democracies 
that  have  embarked  on  the  courageous  and  uncertain  road  to  political  and 
economic  reform. 

With  that  introduction,  Mr.  Chairman,  I  would  now  like  to  describe 
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the  export  programs  that  are  the  focus  of  this  hearing,  and  then  I  will 
address  the  particular  issues  raised  in  your  letter  of  invitation. 
Under  the  authority  provided  by  Congress,  the  Department 
administers  two  export  credit  guarantee  programs  —  the  GSM-102  Export 
Credit  Guarantee  Program  and  the  GSM-103  Intermediate  Export  Credit 
Guarantee  Program.  USDA  also  operates  four  export  subsidy  programs,  of 
which  the  EEP  is  by  far  the  largest.  For  both  the  export  credit  guarantee 
and  export  subsidy  programs,  sales  of  U.S.  agricultural  products  are 
negotiated  between  private-sector  exporters  of  such  products  and  the  foreign 
buyers.  In  fiscal  year  (FY)  1992,  commercial  sales  of  U.S.  agricultural 
products  facilitated  by  the  three  specific  programs  we  are  discussing  today 
totaled  around  $7.1  billion,  net  of  adjustments. 

Export  Credit  Guarantee  Programs 

The  export  credit  guarantee  programs  help  assure  the  availability 
of  credit  to  finance  commercial  U.S.  agricultural  exports.  Under  both 
GSM-102  and  GSM-103,  the  U.S.  government  guarantees  payment  to  exporters  of 
U.S.  agricultural  products  or  their  financial  institutions  if  the  foreign 
banks  fail  to  pay.  The  guarantees  encourage  U.S.  lenders  to  extend 
commercial  credit  that  allows  overseas  customers  to  defer  payment  on  the 
commodities.  The  guarantees  protect  only  the  U.S.  creditors,  and  payments 
are  made  only  in  the  event  of  nonpayment  by  the  foreign  banks. 

The  GSM-102  program,  in  operation  since  1980,  covers  export  credit 
with  repayment  terms  up  to  3  years  and  is  our  largest  single  commercial 
export  program.  The  Agricultural  Trade  Act  of  1978,  as  amended  by  the  Food, 
Agriculture,  Conservation,  and  Trade  Act  of  1990,  requires  that  not  less 
than  S5  billion  in  GSM-102  guarantees  be  made  available  each  fiscal  year 
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through  1995.  The  GSM-103  program  facilitates  sales  that  require  a  longer 
payback  period,  typically  covering  export  credit  of  more  than  3  and  up  to  10 
years.  Not  less  than  $500  million  in  guarantees  must  be  made  available 
under  this  program  in  each  fiscal  year  through  1995.  Both  programs  are 
intended  to  help  developing  nations  make  the  transition  from  concessional  to 
commercial  credit  or  cash  sales. 

In  FY  1992,  $6.1  billion  in  GSM-102  export  credit  guarantees  were 
announced  as  available  in  connection  with  sales  to  35  countries,  and  U.S. 
exporters  registered  S5.6  billion  in  actual  sales  —  the  largest  amount  of 
sales  ever  registered  under  the  program.  Under  GSM-103,  $229  million  in 
guarantees  were  announced  as  available  in  connection  with  sales  to  10 
countries,  and  U.S.  exporters  registered  S88  million  in  actual  sales. 
Through  the  first  half  of  the  current  fiscal  year  (October  1,  1992  -  March 
31,  1993),  we  have  made  available  S4.2  billion  worth  of  short-term  GSM-102 
guarantees  in  connection  with  sales  to  33  countries,  and  $318  million  in 
intermediate-term  GSM-103  guarantees  in  connection  with  sales  to  8 
countries. 

As  you  know,  the  export  credit  guarantee  programs  are  designed  to 
open  the  door  for  U.S.  agricultural  sales  to  cash-short  commercial  buyers  — 
particularly  cash-short  developing  and  middle-income  countries  that  have 
difficulty  obtaining  credit  in  financial  markets.  As  a  result,  these 
programs,  by  nature,  operate  within  the  balance  between  credit  risk  and 
market  development.  The  purpose  is  to  facilitate  export  credit  that  would 
not  otherwise  be  made  available  by  the  commercial  sector,  but  to  avoid 
assuming  so  much  risk  as  to  compromise  a  reasonable  expectation  of 
repayment. 

As  you  can  imagine,  balancing  these  two  objectives  is  difficult. 
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The  Foreign  Agricultural  Service  and  the  Agricultural  Stabilization  and 
Conservation  Service,  guided  by  an  OMB-chaired  interagency  committee  on  risk 
assessment,  use  a  sophisticated  risk  analysis  process  to  determine  which 
countries  are  suitable  for  programming  and  to  generate  prudent  program 
levels.  We  have  also  developed  a  reconciliation  procedure  to  determine  how 
much  program  levels  for  individual  countries  should  be  increased  to  meet  the 
legislated  market  development  objectives  of  the  programs. 

Since  these  programs  have  been  in  existence  and  as  of  Sept.  30, 
1992,  USDA  has  had  to  make  payment  on  about  12.5  percent  of  the  over  $40 
billion  in  short-term  export  credit  that  we  have  guaranteed.   Nevertheless, 
some  of  these  costs  will  eventually  be  recovered  as  the  CCC  receives 
payments  on  export  credit  debt  that  has  been  rescheduled.  I  will  provide 
additional  details  on  program  costs  later  in  my  statement,  but  first  let  me 
describe  the  EEP. 

Export  Enhancement  Program 

In  1985,  the  United  States  reluctantly  embarked  on  a  policy  of 
export  subsidization  only  because  aggressive  EC  export  policies  left  us  with 
little  choice.  The  Agricultural  Trade  Act  of  1978,  as  amended  by  the  FACT 
Act  of  1990,  requires  the  CCC  to  make  available  for  the  EEP  at  least  S500 
million  in  funds  or  commodities  each  fiscal  year  through  1995.  This  program 
is  intended  to  help  the  United  States  meet  subsidized  competition  in 
targeted  markets  --  particularly  competition  from  the  European  Community. 
It  operates  under  a  bid-bonus  system,  in  which  exporters  of  U.S. 
agricultural  commodities  submit  bids  for  bonus  levels  that  will  allow  them 
to  sell  eligible  commodities  at  competitive  prices.  Since  November  1991, 
USDA  has  paid  the  bonuses  in  cash. 
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USOA  considers,  but  is  not  limited  to,  four  criteria  in  reviewing 
proposals  for  EEP  initiatives.  These  criteria  were  issued  as  guidelines  in 
November  1989  and  were  published  as  regulations  in  June  1991.  The  criteria 
are: 

1.  Trade  policy  effect  --  The  expected  contribution  of  proposed  initiatives 
in  furthering  trade  policy  negotiations  and,  in  particular,  in  furthering 
the  U.S.  trade  policy  negotiating  strategy  of  countering  competitors' 
subsidies  and  other  unfair  trade  practices. 

2.  Export  effect  —  The  contribution  that  initiatives  will  make  toward 
realizing  U.S.  agricultural  export  goals  and,  in  particular,  in 
developing,  expanding,  or  maintaining  markets  for  U.S.  agricultural 
commodities. 

3.  Effect  on  nonsubsidizers  —  The  effect  that  sales  facilitated  by  EEP 
initiatives  would  have  on  nonsubsidizing  exporters. 

4.  Cost  effectiveness  --  The  subsidy  requirements  of  the  proposed 
initiatives  compared  to  their  expected  benefits. 

All  proposals  for  EEP  initiatives  are  evaluated  against  these 
criteria.  Proposals  approved  by  USDA  are  then  further  reviewed  by  an 
interagency  group  chaired  by  the  Office  of  the  U.S.  Trade  Representative  and 
consisting  of  representatives  from  the  departments  or  staffs  of  the  National 
Security  Council,  State,  Treasury,  Commerce,  Council  of  Economic  Advisers, 
and  Office  of  Management  and  Budget. 

Since  1985,  around  $5.4  billion  in  EEP  bonuses  have  been  awarded, 
supporting  nearly  $18  billion  in  U.S.  agricultural  exports  to  101  countries. 
As  of  March  31,  1993,  sales  of  more  than  131  million  tons  of  U.S.  wheat  and 
flour,  12  million  tons  of  barley,  and  significant  quantities  of  rice,  frozen 
poultry,  table  eggs,  vegetable  oil,  and  other  U.S.  products  had  been 
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facilitated  under  the  EEP.  In  FY  1992,  around  $970  million  in  EEP  bonuses 
were  awarded  to  U.S.  exporters  of  U.S.  agricultural  commodities,  supporting 
$3  billion  in  sales.  For  the  current  fiscal  year,  $1.2  billion  has  been 
projected  for  EEP  bonuses,  of  which  more  than  $600  million  had  been  awarded 
as  of  March  31,  supporting  $2.3  billion  in  sales  of  U.S.  agricultural 
products. 

The  cost  may  seem  high.  EEP  bonuses  currently  represent  about  25 
percent  of  sales  value.  Yet  this  is  much  lower  than  of  EC  subsidy 
(restitution)  levels,  which  are  currently  close  to  100  percent  on  wheat,  for 
example.  In  addition,  overall  EC  spending  on  exports  subsidies  is  roughly 
10  times  the  U.S.  level . 

Despite  these  differences,  the  EEP  is  achieving  its  goals.  It  has 
challenged  the  unfair  trade  practices  of  competitors;  we  believe  it  has 
pressured  our  trading  partners  to  engage  in  serious  negotiations  on 
bilateral  and  multilateral  agricultural  trade  issues;  and,  in  many  cases,  we 
believe  it  has  increased  U.S.  exports  or  prevented  further  declines  in  such 
exports.  The  EEP  is  an  essential  trade  policy  tool  to  protect  U.S. 
interests  in  a  world  market  distorted  by  export  subsidies. 

While  negotiations  under  the  Uruguay  Round  of  the  GATT  continue, 
use  of  the  EEP  signals  to  the  European  Community  the  U.S.  resolve  to  reform 
international  agricultural  trade.   In  our  judgment,  without  the  EEP,  the 
United  States  would  never  have  achieved  the  Blair  House  agreement  with  the 
EC  on  export  subsidies.  Under  that  accord,  the  EC  agreed  to  reduce  the 
quantity  of  its  subsidized  exports  by  21  percent  over  a  6-year  period,  while 
reducing  its  export  subsidy  budget  by  36  percent.  And,  for  many  major  EC 
commodities,  the  quantitative  reductions  will  have  to  be  much  larger  than  21 
percent. because  of  the  base  year  for  the  calculation.  This  is  the  first 
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time  ever  the  EC  has  agreed  to  reduce  its  export  subsidies  and,  from  the 
U.S.  perspective,  is  certainly  one  of  the  most  significant  provisions  of  the 
agreement. 

The  EEP  must  continue  to  operate  until  implementation  of  a  GATT 
agreement  allows  us  to  phase  down  its  level. 

As  I  noted  earlier,  USDA  also  administers  three  smaller  export 
subsidy  programs  similar  in  many  respects  to  the  EEP  but  which  operate  under 
different  authorities.  These  are  the  Dairy  Export  Incentive  Program  (DEIP), 
the  Sunflower  Oil  Assistance  Program  (SOAP),  and  the  Cottonseed  Oil 
Assistance  Program  (COAP).  These  programs,  too,  play  an  important  trade 
policy  or  export  role  for  the  particular  commodities  they  cover. 

Mr.  Chairman,  with  your  permission,  I  would  now  like  to  address  in 
specific  terms  the  four  questions  that  you  raised  in  your  letter  of 
invitation. 

Subsidy  Costs  for  GSM-102  and  103 

First,  with  regards  to  the  subsidy  costs  associated  with  GSM-102 
and  103,  let  me  begin  by  describing  briefly  how  direct  loans  and  guarantees 
are  treated  in  the  federal  budget.  The  Federal  Credit  Reform  Act  of  1990 
("Credit  Reform  Act")  enacted  by  the  Congress  as  part  of  the  Omnibus  Budget 
Reconciliation  Act  of  1990  changed  the  way  in  which  the  costs  of  federal 
direct  credit  and  credit  guarantee  programs  are  determined  for  budgeting 
purposes  beginning  in  FY  1992. 

The  goal  of  credit  reform  was  to  recognize  the  costs  to  the 
federal  government  of  providing  direct  credit  or  guarantees  up  front,  at  the 
time  when  the  credit  is  made  available.   Before  October  1,  1991,  the  costs 
were  determined  based  on  cash  flows.  This  type  of  budgeting  tended  to 
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overstate  the  cost  of  a  direct  credit  and  understate  the  cost  of  a 
guarantee.  For  a  direct  credit,  the  budget  cost  in  a  given  year  was  equal 
to  the  loan  amount  disbursed,  minus  any  collections  for  that  credit.   For  a 
guarantee,  typically,  no  budgetary  cost  was  recorded  when  the  commitment  was 
made.  Budget  costs  were  recorded  only  when  defaults  on  the  guarantee 
occurred  after  the  commitment  had  been  made.  Because  the  costs  of 
guarantees  could  be  deferred,  this  type  of  budgeting  resulted  in  a  bias  in 
favor  of  guarantees  over  direct  credit. 

Under  credit  reform  budgeting,  we  first  identify  and  separate  the 
subsidized  from  the  nonsubsidized  cash  flows  of  the  direct  credit  or 
guarantee.  The  cost  reflected  in  the  federal  budget  represents  only  the 
subsidy  cost.  The  term  "cost"  is  defined  in  the  Credit  Reform  Act  as  the 
"estimated  long-term  cost  to  the  Government  of  a  direct  loan  or  loan 
guarantee,  calculated  on  a  net  present  value  basis,  excluding  administrative 
costs." 

For  the  GSM-102  and  103  programs  combined,  the  estimated  subsidy 
cost  for  guarantees  made  available  during  FY  1993  is  $388.2  million  and  for 
FY  1994  is  estimated  to  be  $403.2  million  based  on  an  annual  program  level 
of  $5.7  billion.  These  projections  are  based  on  a  net  present  value 
calculation  of  estimated  payments  by  the  government  for  defaults,  and 
payments  to  the  government  for  origination  fees  and  other  recoveries.  The 
default  projections  are  derived  using  individual  country-risk  ratings 
developed  by  an  OMB-chaired  interagency  committee.  USDA  is  a  member  of  this 
committee. 

Credit  reform  budgeting  also  calls  for  annual  re-estimates  of  the 
subsidy  to  be  made  to  reflect  actual  payment  experience  with  the  programs. 
If  higher  subsidy  costs  result  because  of  higher  than  anticipated  defaults. 
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these  additional  costs  are  shown  in  the  budget.  The  same  is  true  in  the 
case  of  lower  subsidy  costs. 

Rating  Creditworthiness 

With  your  permission,  Mr.  Chairman,  I  will  turn  now  to  the  issue  of 
creditworthiness  or  risk  analysis  in  relation  to  the  GSM  programs.  I 
alluded  to  this  briefly  earlier  in  my  statement,  and  of  course  it  relates 
directly  to  the  previous  question  because  the  entire  purpose  of  risk 
analysis  is  to  try  to  avoid  situations  in  which  the  U.S.  government  must 
deliver  on  the  credit  guarantees.  To  this  end,  an  OMB-chaired  interagency 
committee  comprised  of  federal  agencies  that  engage  in  export  financing, 
including  USDA,  guides  risk  assessment  methods,  procedures  and  country  risk 
ratings  across  the  federal  government.  This  ensures  that  federal  financial 
laws  and  sound  practices  are  being  pursued  by  individual  agencies  under 
central  Administration  oversight,  and  that  agencies  use  consistent  risk 
estimates. 

As  you  know,  the  Agricultural  Trade  Act  of  1978  prohibits  the 
Commodity  Credit  Corporation  from  making  agricultural  export  credit 
guarantees  available  in  connection  with  sales  to  any  country  that  cannot 
adequately  service  the  debt,  as  determined  by  the  Secretary  of  Agriculture. 

To  ensure  that  this  legislative  requirement  is  met,  the 
country-risk  unit  of  FAS  analyzes  credit  risk  for  all  countries  under 
consideration  for  CCC  guaranteed  credit  sales  of  U.S.  agricultural  products. 
The  risk  assessment  methods  used  by  USDA  are  similar  to  the  methods  used  by 
international  banking  institutions  and  by  other  federal  export  financing 
agencies. 

FAS  analysts  begin  the  process  by  using  a  country  ranking  model. 
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to  rank  countries  based  on  a  uniform  set  of  economic,  financial,  and  debt 
indicators.  These  quantitative  indicators  fall  into  five  broad  categories: 
macroeconomic  environment  and  policies,  balance  of  payments  situation  and 
outlook,  international  liquidity,  foreign  debt  burden,  and  debt  repayment 
history  with  the  CCC  and  other  creditors. 

The  model  provides  rankings  for  around  160  countries  and  allows  analysts  to 
assign  baseline  risk  ratings  to  each  country. 

Once  baseline  ratings  are  established,  FAS  country  risk  specialists 
prepare  short  (2-3  page)  written  summaries  of  risk  exposure  for  the  five 
broad  categories  listed  above,  plus  the  political  situation  and  any  other 
relevant  qualitative  factors  not  considered  in  the  ranking  model.  Upon 
completion  of  the  written  analyses,  final  ratings  and  recommendations  are 
determined  by  a  credit  review  committee,  which  seeks  objectivity  and 
consistency  across  countries  and  regions. 

The  end  products  of  this  process  consist  of  a  risk  rating  for  each 
country;  recommended  maximum  levels  of  annual  and  cumulative  risk  exposure; 
and  a  written  analysis  of  key  risk  factors  in  a  country.  These  products  are 
forwarded  to  members  of  USDA's  Reconciliation  Committee,  which  weighs  the 
risk  of  doing  business  in  a  country  against  market  development 
considerations.  The  committee  then  attempts  to  reach  a  consensus  on 
appropriate  programming  levels  for  individual  countries. 

Mr.  Chairman,  as  recently  as  4  years  ago,  we  had  no  justification 
as  to  why  country  X  received  a  certain  allocation  of  credit  guarantees  and 
country  Y  received  a  different  amount.  I  am  enormously  proud  of  the 
progress  we  have  made  in  developing  a  system  that  relates  specific  country 
program  levels  to  the  tradeoff  of  the  two  legislative  objectives  of  these 
programs  --  creditworthiness  and  market  development.  This  process  has 
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demonstrated  its  worth  in  helping  us  to  operate  these  programs  in  such  a  way 
as  to  carry  out  the  mandate  of  Congress  to  develop,  expand,  and  maintain 
overseas  markets  for  U.S.  farm  commodities  at  the  least  possible  cost  to  the 
taxpayer. 

Adequacy  of  Program  Goals  and  Objectives 

Mr.  Chairman,  let  me  now  respond  to  another  important  question  that 
you  raised  regarding  the  goals  and  objectives  of  the  export  credit  guarantee 
programs  and  the  EEP  and  whether,  in  fact,  they  provide  FAS  with  adequate 
guidance  in  managing  these  programs. 

My  short  answer  is  yes.  I  am  convinced  that  they  do,  and  I  can 
speak  on  behalf  of  Secretary  Espy  and  the  Department.   In  our  judgment, 
current  legislation  and  regulations  provide  clear  and  adequate  guidance  to 
meet  mandated  objectives.  Moreover,  they  do  this,  for  the  most  part, 
without  so  severely  restricting  program  operations  as  to  seriously  erode 
program  effectiveness. 

In  regard  to  the  export  credit  guarantee  programs,  the  legislative 
objectives  of  creditworthiness  and  market  development  may  at  first  appear 
contradictory,  but  in  fact  they  define  a  reasonable  degree  of  operational 
flexibility  for  programs  that  target  cash-poor  countries  in  the 
ever-changing  world  marketplace. 

In  the  last  2  years,  USDA  has  taken  a  number  of  other  steps  as  well 
to  improve  its  risk  assessment  capabilities.  These  measures  include  foreign 
bank  analysis  and  participation  in  an  interagency  process  that  standardizes 
risk  ratings  among  federal  government  agencies. 
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Goals  and  Objectives  of  the  EEP 

With  respect  to  the  EEP,  it  is  important  to  note,  first,  that  this 
program  is  primarily  a  trade  policy  tool.  The  Agricultural  Trade  Act  of 
1978  mandates  that:  "The  Commodity  Credit  Corporation  shall  carry  .  .  .  out 
a  program  to  discourage  unfair  trade  practices  by  making  United  States 
agricultural  commodities  competitive."  It  also  states  that  "[i]t  is  not  the 
purpose  of  the  program  ...  to  affect  adversely  the  exports  of  fairly 
traded  agricultural  commodities." 

Mr.  Chairman,  in  your  letter,  you  asked  whether  the  EEP  has  helped 
the  United  States  maintain  or  increase  its  market  share.  The  EEP,  as  the 
language  of  the  statue  indicates,  is  primarily  intended  to  combat  the  unfair 
trade  practices  of  trading  partners  such  as  the  European  Community  and 
encourage  the  elimination  of  these  practices.  Studies  examining  the  export 
effects  of  the  EEP  since  its  inception  have  found  that  at  least  some 
increase  in  exports  is  attributable  to  the  program.  However,  it  is 
generally  recognized  that  it  is  very  difficult  to  isolate  the  impact  of  the 
EEP  from  the  impacts  of  other  variables,  such  as  world  market  conditions, 
exchange  rates,  and  loan  rates. 

We  do  know  that  U.S.  exporters  have  become  increasingly  dependent 
on  the  EEP  to  move  certain  agricultural  commodities  into  subsidized  world 
markets.  Roughly  two-thirds  of  U.S.  wheat  exports  move  under  the  EEP,  while 
nearly  all  U.S.  exports  of  barley  utilize  the  program.  Value-added  exports, 
such  as  vegetable  oil  and  frozen  poultry,  depend  more  heavily  on  the  EEP 
today  than  they  did  5  years  ago. 

We  can  point,  as  well,  to  the  fact  that  the  growth  in  EC  wheat 
production  and  wheat  exports  has  slowed,  falling  below  the  trendline,  since 
the  United  States  introduced  the  EEP  in  1985.  At  the  same  time,  EC  wheat 
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stocks  have  generally  increased.  In  addition,  we  are  convinced  that  the  EC 
has  moved  toward  agricultural  policy  reform,  including  acreage  set-asides, 
at  least  partly  as  a  result  of  the  EEP.  I  have  already  expressed  the  view 
that,  in  the  absence  of  the  EEP,  no  agreement  with  the  EC  would  have  been 
achieved  on  export  subsidies. 

Conclusion 

Mr.  Chairman,  U.S.  agriculture  continues  to  face  a  world  market 
distorted  by  export  subsidies  and  other  unfair  trade  practices  —  a  trade 
environment  where  access  to  credit  remains  a  key  factor  in  opening  the  door 
to  the  markets  of  the  future  in  the  developing  countries  and  emerging 
democracies. 

While  many  other  U.S.  export  sectors  have  faltered,  agriculture 
remains  this  nation's  leading  export  earner,  generating  an  $18  billion  trade 
surplus  and  close  to  a  million  export-related  jobs  for  the  U.S.  economy  last 
year.  The  export  credit  guarantee  programs  and  the  EEP  continue  to  play  a 
critical  role  in  helping  one  of  the  country's  most  important  industries  — 
U.S.  agriculture  --  compete  in  a  complex  and  competitive  trade  environment. 

Mr.  Chairman,  I  will  now  be  glad  to  answer  your  questions  and  the 
questions  of  Subcommittee  members. 
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U.S.  DEPARTMENT  OF  AGRICULTURE: 
ISSUES  RELATED  TO  THE  EXPORT  CREDIT  GUARANTEE  PROGRAMS 

SUMMARY  OF  STATEMENT  BY  ALLAN  I.  MENDELOWITZ ,  DIRECTOR 

INTERNATIONAL  TRADE,  FINANCE,  AND  COMPETITIVENESS  ISSUES 

GENERAL  GOVERNMENT  DIVISION 

Under  the  U.S.  Department  of  Agriculture  (USDA),  the  Export  Credit 
and  Intermediate  Export  Credit  Guarantee  Programs  are  the  major 
agricultural  export  promotion  programs.   Based  on  legislative 
requirements,  USDA  makes  a  total  of  $5.7  billion  in  government  loan 
guarantees  available  each  year  to  foreign  country  buyers  of  U.S. 
agricultural  commodities. 

Since  the  programs  began  in  the  1980s,  the  government  has  paid  out 
approximately  $4.2  billion  because  of  loan  repayment  defaults  by 
foreign  country  buyers.   However,  we  estimate  future  program  costs 
will  be  much  higher  if  risky  foreign  buyers  continue  to  participate 
in  these  loan  guarantee  programs. 

There  is  a  history  of  poor  management  control  of  these  programs, 
principally  because  USDA  officials  viewed  the  export  credit 
guarantee  programs  as  "commercial"  programs  that  are  subject  to  the 
normal  controls  that  exist  for  commercial  sales  transactions. 
Through  legislative  direction  and  other  encouragement,  USDA  has 
taken  action  to  improve  management  of  the  programs,  but  additional 
steps  are  still  necessary. 

Current  legislation  restricts  the  programs  from  being  used  for 
foreign  policy  purposes  or  whenever  the  Secretary  of  Agriculture 
determines  that  a  borrowing  country  cannot  adequately  service  the 
debt  associated  with  specific  program  sales.   We  found  that  these 
restrictions  have  limited  impact  on  the  operation  of  the  programs. 
Program  initiatives  for  a  particular  country,  which  may  be  desired 
for  foreign  policy  purposes,  can  usually  be  justified  on  market 
development  grounds.   Furthermore,  determinations  on  the  likelihood 
of  repaying  a  guaranteed  loan  are  judgment  calls  for  which  the 
Secretary  of  Agriculture  has  considerable  discretion  to  approve 
credit  guarantees  for  even  very  risky  countries.   Overall 
creditworthiness  of  a  country  is  only  one  factor  considered  by  the 
Secretary  in  assessing  the  likelihood  of  repayment  of  a  specific 
credit  guarantee. 

The  Export  Enhancement  Program,  established  in  1985,  supports  U.S. 
exports  facing  competition  from  subsidized  foreign  exports.   Its 
primary  value  is  as  a  trade  policy  tool.   The  credibility  of  the 
United  States  in  countering  unfairly  subsidized  agricultural  trade 
depends  on  a  willingness  to  continue  this  program  as  long  as 
needed. 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  am  pleased  to  be  here  today  to  discuss  the  operations  of  the  U.S. 
Department  of  Agriculture's  (USDA)  Export  Credit  and  Intermediate 
Export  Credit  Guarantee  Programs,   These  programs  are  also  known  as 
the  General  Sales  Manager  (GSM)  102/103  programs.   I  plan  to 
provide  a  brief  overview  of  the  programs--describing  how  they  work, 
what  type  of  agricultural  commodities  and  products  are  sold  under 
the  programs,  and  who  the  participants  are.   Then  I  will  discuss 
some  of  the  program  issues  we  have  reviewed  over  the  past  few 
years.   My  observations  are  based  primarily  on  GAu  reports  and 
testimony  issued  over  the  last  several  years,  as  well  as  agency 
responses  to  our  recommendations. 


BACKGROUND 

USDA's  Foreign  Aaricultural  Service  (FAS)  administers  the  GSM- 
102/103  programs.   These  programs  aid  U.S.  commercial  agricultural 
exports  to  countries  experiencing  hard  currency  constraints.   These 
countries  may  not  be  able  to  purchase  U.S.  agricultural  commodities 
without  credit.   FAS  cites  these  programs  in  its  November  1992  Fact 
Sheet  as  being  "fully  commercial"  in  that  private  U.S.  financial 
institutions  extend  financing  at  interest  rates  that  reflect 
prevailing  market  levels.   The  programs  also  serve  to  help  a 


'A  listing  of  related  GAO  products  on  agricultural  trade  issues 
is  attached. 
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country  make  the  transition  from  receiving  U.S.  agricultural 
commodities  on  a  highly  concessional  (subsidized)  basis  to 
purchasing  U.S.  agricultural  commodities  on  an  unassisted  basis. 

The  programs  were  established  in  the  1980s  by  USDA's  Commodity 
Credit  Corporation  tCCC),  in  accordance  with  authority  given  in 
CCC's  charter.   Program  accounting  services  are  provided  by  staff 
of  the  USDA's  Agricultural  Stabilization  and  Conservation  Service. 


OVERVIEW  OF  THE  PROGRAMS 

The  Export  Credit  and  Intermediate  Export  Credit  Guarantee  Programs 
are  government  loan  guarantee  programs.   Financial  institutions  in 
the  United  States  actually  provide  the  export  credit  financing  for 
individual  commodity  sales  to  foreign  buyers.   For  a  small  fee, 
paid  by  the  exporting  company,  the  government  provides  a  written 
guarantee  that  if  the  foreign  buyer  fails  to  make  its  repayments  as 
scheduled,  then  the  government--through  CCC--will  repay  the 
financing  institution.   The  larger  program  of  the  two,  the  GSM-102 
program,  provides  credit  repayment  guarantees  for  export  sales 
having  repayment  terms  of  up  to  3  years.   The  GSM-103  program 
provides  credit  repayment  guarantees  for  export  sales  having 
repayment  terms  of  more  than  3  years  but  not  exceeding  10  years. 
Usually,  the  guarantee  covers  98  percent  of  the  principal  amount 
financed  and  a  portion  of  the  interest.   The  remainder  of  the  risk 
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is  assumed  by  the  U.S.  financing  institution.   However,  CCC  has  the 
flexibility  to  adjust  the  percentage  of  guarantee  coverage  and  has, 
in  fact,  provided  100-percent  principal  coverage  on  prior  GSM-102 
sales  to  Mexico  and  the  former  Soviet  Union  and  its  successor 
states. 

The  Food,  Agriculture,  Conservation  and  Trade  Act  of  1990  (P.L. 
101-624)  directs  CCC  to  make  available  for  each  of  the  fiscal  years 
1991  through  1995  not  less  than  $5  billion  in  GSM-102  credit 
guarantees.   The  act  also  directs  CCC  to  make  available  for  each  of 
those  years  not  less  than  $500  million  in  GSM-103  credit 
guarantees.   In  addition  to  those  amounts,  the  act  directs  CCC  to 
make  available,  for  the  fiscal  years  1991  through  1995,  not  less 
than  $1  billion  of  export  credit  guarantees  for  exports  to 
countries  that  have  emerging  democracies.   The  act  states  that  a 
portion  of  these  export  credit  guarantees  shall  be  made  available 
for  the  establishment  or  improvement--by  U.S.  persons--of 
facilities  in  emerging  democracies  to  improve  handling,  marketing, 
processing,  storage,  or  distribution  of  imported  agricultural 
commodities  and  products  if  the  Secretary  of  Agriculture  determines 
that  such  guarantees  will  primarily  promote  the  export  of  U.S. 
agricultural  commodities. 

The  GSM-102  program  was  started  in  1981--the  GSM-103  program  in 
1986.   Together,  these  programs  have  made  available  over  $40 
billion  in  credit  guarantees  for  commodity  export  sales  to 
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approximately  40  different  countries.   The  major  program 
participants  during  fiscal  year  1992  were  the  former  Soviet  Union 
($1.8  billion),  Mexico  ($1.3  billion),  Russia  ($644  million), 
Algeria  ($580  million),  and  South  Korea  ($478  million).   Together, 
tnese  countries  accounted  for  approximately  85  percent  of  the  total 
$5.7  billion  of  guarantees  approved  during  fiscal  year  1992. 

Traditionally,  the  commodity  sales  financed  under  the  GSM-102/103 
programs  have  largely  been  bulk  commodities  such  as  wheat,  corn, 
and  soybeans.   However,  sales  of  nonbulk  commodities,  such  as 
lumber,  hides  and  skins,  and  livestock,  are  also  financed  under  the 
programs . 

U.S.  farmers  are  considered  to  benefit  from  the  programs  because 
the  programs  promote  agricultural  exports.   U.S.  program 
participants  who  benefit  from  the  GSM-102/103  guaranteed  sales 
include  large  agricultural  exporting  companies  in  the  United 
States,  such  as  Continental  Grain  and  Louis  Dreyfus,  as  well  as 
smaller  exporters,  who  make  export  saj.es  tnat  they  may  not 
otherwise  get.   Other  beneficiaries  are  financial  institutions  in 
the  United  States,  which  tend  to  be  U.S.  agencies  or  branches  of 
foreign  banks.   Also  benefiting  from  the  programs  are  foreign 
countries,  such  as  Algeria,  Ecuador,  and  Zimbabwe,  that  are  able  to 
address  some  of  their  domestic  food  requirements  by  purchasing 
commodities  on  highly  favorable  credit  terms. 
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Later,  I  will  provide  more  specific  observations  on  the  various 
program  participants.   But  first  I  will  discuss  program  management 
weaknesses  that  we  have  identified  in  previous  reviews  of  the  GSM- 
102/103  programs. 


PROGRAM  MANAGEMENT  WEAKNESSES 

Since  1988,  we  have  reported  on  several  weaknesses  in  FAS' 
management  of  the  GSM-102/103  programs.   FAS  officials  have 
addressed  many  of  our  concerns,  but  we  believe  they  need  to  do  more 
in  the  following  areas: 

--FAS  should  ensure  that  only  U.S. -origin  commodities  are 
financed  under  the  GSM-102/103  programs. 

--FAS  should  better  monitor  the  extent  to  which  individual 
financial  institutions  participate  in  the  programs. 

--FAS  should  attempt  to  reduce  estimated  program  costs  by 
adjusting  the  mix  of  higher-  and  lower-risk  countries  and 
the  amount  of  guarantees  made  available  to  them. 
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Need  to  Verify  U.S. -Origin  Commodities 

In  June  1988,  we  reported  that  CCC   was  not  ensuring  that  only  U.S. 
agricultural  commodities  were  being  financed  under  the  GSM-102/103 
programs.^  We  recommended  that  FAS  officials  conduct  spot-check 
inspections  of  the  commodities  at  the  U.S.  port  of  export.   FAS 
officials,  at  that  time,  disagreed  with  the  need  for  implementing 
this  recommendation.   Their  rationale  was  that  the  GSM-102/103 
programs  are  primarily  commercial  sales  programs  and,  as  such,  are 
subject  to  the  controls  that  exist  over  any  other  commercial  sales 
transaction. 

We  disagreed  with  FAS'  position  and  stated  that  (1)  the  programs 
are  not  strictly  commercial,  because  without  the  government's 
repayment  guarantee  the  sales  would  likely  not  occur;  and  (2)  since 
the  government  is  assuming  a  contingent  liability  for  each  loan 
repayment  guarantee  it  provides,  the  government  has  the 
responsibility  to  ensure  that  the  guarantees  are  being  used 
properly,  e.g.,  covering  the  credit  sales  of  only  U.S. -origin 
agricultural  commodities. 

In  1989,  GAO  visited  the  port  of  Norfolk,  Virginia,  and,  with  the 
assistance  of  U.S.  Customs  officials,  inspected  sea-freight 
containers  holding  tobacco  and  awaiting  export  under  the  GSM- 


See  Commodity  Credit  Corporation's  Export  Credit  Guarantee 
Programs  (GAO/NSIAD-88-194,  June  10,  1988). 
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102/103  programs.   We  found  that  the  tobacco  was  packed  in 
cardboard  boxes,  many  of  which  were  clearly  marked  as  containing 
foreign-origin  tobacco.   Further  inspection  verified  that  sales  of 
foreign-origin  tobacco  were  being  made  under  the  GSM-102/103 
programs  and  that  this  practice  was  both  long-standing  and 
widespread  among  many  tobacco  exporting  companies  in  the  United 
States . 

The  U.S.  Attorney  in  Raleigh,  North  Carolina,  prosecuted  the  case 
against  several  tobacco  exporting  companies.   The  companies  pleaded 
guilty  and  agreed  to  pay  a  fine  and  restitution  to  the  U.S. 
government  for  any  defaults  associated  with  their  GSM-102/103 
tobacco  sales. 

The  discovery  of  the  foreign  tobacco  exports  further  supported  our 
recommendation  that  FAS  officials  perform  spot-check  inspections. 
However,  we  later  broadened  our  recommendation  and  encouraged  FAS 
to  also  spot-check  the  commodities  at  the  foreign  port  of 
destination.   We  believe  spot-checks  at  the  foreign  ports  are 
necessary  because  of  the  possibility  that  GSM-102/103-f inanced 
sales  can  be  transshipped  to  third  countries  in  exchange  for  other 
products  or  cash.   This  possibility  came  to  light  in  the  case  of 
Iraq's  participation  in  the  programs:  Allegations  surfaced  that 
Iraq  was  bartering  its  GSM-102/103-f inanced  commodities  for 
armaments.   While  we  know  of  no  evidence  to  support  those 
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allegations,  it  would  be  relatively  simple  to  deter  such 
occurrences  by  performing  spot-checks  at  foreign  ports  of  entry. 

However,  while  FAS  officials  have  directed  their  compliance  review 
staff  to  investigate  export  sales  documentation  on  a  regular  basis, 
they  still  are  not  conducting  the  recommended  spot-checks  either  at 
the  U.S.  ports  of  export  or  at  the  foreign  ports  of  import. 

Need  to  Better  Monitor  Participation  by 
Financial  Institutions  in  the  United  States 

In  previous  congressional  testimony  we  reported  that  two  financial 
institutions  in  the  United  States  were  providing  the  lion's  share 
of  financing  under  the  GSM-102/103  programs.   We  suggested  that  FAS 
examine  the  issue  of  bank  participation  in  the  programs.   For 
example,  in  November  1989  we  reported  that  the  National  Bank  for 
Cooperatives  in  Denver,  Colorado,  and  the  Atlanta,  Georgia,  agency 
oi  rne  Banca  Nazionale  Del  Lavoro  (BNL)  together  had  provided 
approximately  one-third  of  the  money  lent  under  the  GSM-102  program 
during  the  preceding  5  years  and  approximately  three-fourths  of  the 
money  lent  under  the  GSM-103  program  for  the  preceding  3  years. ^ 
The  remainder  of  the  GSM-102/103  loans  had  been  provided  by 
numerous  other  financial  institutions. 


^  See  Status  Report  on  GAO's  Reviews  of  the  Targeted  Export 
Assistance  Program,  the  Export  Enhancement  Program,  and  the  GSM- 
102/103  Export  Credit  Guarantee  Programs  (GAO/T-NSIAD-90-12,  Nov, 
16,  1989). 
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We  questioned  the  wisdom  of  allowing  two  banks  to  participate  in 
the  programs  to  such  a  large  extent.   FAS  officials  responded  that 
the  risk  to  the  program  was  not  in  the  financing  institution  in  the 
United  States,  but  in  the  foreign  buyer's  overseas  bank  that  is 
supposed  to  make  the  repayments.   FAS  officials  also  told  us  that 
they  are  not  bank  regulators  and  they  rely  on  the  Federal  Reserve 
System  to  monitor  U.S.  banks.   However,  we  were  unable  to  find  any 
record  of  regular  communications  between  FAS  and  the  Federal 
Reserve  System. 

We  agree  that  the  credit  risk  lies  primarily  with  the  borrower's 
overseas  bank  that  is  supposed  to  make  the  repayment.   However,  we 
also  believe  that  allowing  the  program's  loans  to  be  concentrated 
within  one  or  two  banks  presents  a  greater  opportunity  for  those 
banks  to  establish  a  cozy  relationship  with  the  borrowing 
countries.   This  relationship  can,  in  turn,  lead  to  less-than- 
arm's-length  government-guaranteed  loan  transactions.   For  example, 
in  further  analyzing  BNL's  participation  in  the  programs,  we 
determined  that  the  majority  of  the  financing  it  provided  under  the 
programs  was  for  sales  to  one  country-Iraq.   We  reported  that 
BNL/Atlanta  had  provided  approximately  $830  million  in  GSM-102/103- 
guaranteed  loans  to  Iraq  over  a  period  of  about  5  years.   Later,  we 
learned  that  only  about  $130  million  of  that  amount  had  been 
authorized  by  higher-level  BNL  officials. 
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The  U.S.  Attorney's  Office  in  Atlanta  charged  that  BNL  officials  in 
Atlanta  had  (1)  not  obtained  the  proper  authorization  for  making 
most  of  those  loans,  (2)  not  properly  reported  the  loans  to  bank 
regulatory  agencies,  and  (3)  participated  with  Iraqi  purchasing 
officials  and  a  Turkish  exporting  company  in  a  scheme  to  defraud 
BNL  of  approximately  $4.5  billion  in  unauthorized  loans  to  Iraq, 
including  most  of  those  that  were  guaranteed  under  the  GSM- 102/ 103 
programs . 

Several  former  BNL/Atlanta  officials  have  pleaded  guilty  to  their 
participation  in  the  scheme  to  hide  the  loans  and  defraud  the  bank. 
The  alleged  ringleader--the  former  Manager  of  BNL/Atlanta--has 
pleaded  not  guilty  to  the  charges  and  is  awaiting  trial.   Following 
the  beginning  of  Operation  Desert  Shield  in  August  1990,  Iraq 
stopped  making  repayments  on  its  $1.9  billion  in  GSM-102/103 
guaranteed  loans,  about  $350  million  of  which  was  owed  to  BNL. 

We  do  not  mean  to  imply  that  the  BNL  problem  would  necessarily  have 
been  detected  by  FAS  officials  alone.   However,  had  they  better 
monitored  the  program  participation  of  financial  institutions  and 
had  more  lenders  participated  in  the  programs,  the  likelihood  of 
less-than-arm' s-length  transactions  between  a  lender  and  a  borrower 
would  have  been  reduced. 
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Need  to  Reduce  Estimated  Program  Costa 

Several  estimates  of  GSM-102/103  program  costs  exist.   Each 
estimate  is  based  on  different  assumptions,  using  different 
methodologies.   The  common  denominator  among  all  the  estimates, 
however,  is  the  riskiness  of  the  borrowing  countries.   In  general, 
to  the  extent  that  CCC  can  reduce  the  average  riskiness  of  the 
countries  in  its  GSM-102/103  portfolio,  the  lower  the  estimated 
program  costs  will  be. 

Earlier,  I  said  that  since  the  GSM-102/103  programs  were 
established  in  the  1980s,  a  total  of  over  $40  billion  in  credit 
guarantees  has  been  made  available  to  some  40  different  countries. 
Since  the  programs  started,  CCC  has  paid  out  approximately  $4.2 
billion  in  claims.   According  to  the  CCC,  that  amount  results  in  an 
historical  CCC  payout  rate  of  about  approximately  10.5  percent. 

In  our  April  1991  report,  we  estimated  the  long-run  costs  of  the 
GSM-102/103  programs  to  be  much  greater  than  the  CCC '  s  estimate  of 
10.5  percent.   Our  estimate  was  60  percent,  or  $6.7  billion,  of 
$11.2  billion  in  loan  guarantees  and  accounts  receivable 
outstanding  as  of  May  1990.* 


Our  analysis  of  riskiness  was  based  on  an  examination  of  the 
values  of  country  loans  traded  in  the  secondary  market.   Our 
estimate  was  based  on  the  assumption  that  the  outstanding  loans 
and  guarantees  remain  at  the  same  level  for  about  18  years  and 
that  their  average  risk  remains  unchanged  as  new  guarantees 
replace  old  ones.   Because  new  guaranteed  loans  are  generally 
provided  each  year  as  older  loans  are  paid  off,  it  is  reasonable 
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In  our  April  1991  report,  we  also  said  that  CCC  included  in  its 
financial  statements  for  the  fiscal  year  ending  September  30,  1989, 
a  cost  estimate  of  36  percent  of  all  of  its  foreign  loans 
outstanding  at  year  end,  including  its  Public  Law-480  loans.   In 
estimating  the  36-percent  cost  figure,  CCC  assumed  that  as  credit 
guarantees  and  loans  are  repaid,  new  ones  will  not  be  provided. 
This  approach  is  a  generally  accepted  method  for  accounting  for  the 
financial  position  of  an  operation  at  a  specific  point  in  time. 

In  December  1992,  we  updated  our  cost  estimate  for  the  GSM-102/103 
programs.   We  estimated  the  cumulative  costs  of  the  programs  at 
about  $6.5  billion,  or  48  percent  of  the  total  guarantees  and 
accounts  receivable  outstanding  as  of  June  30,  1992.   The  reasons 
for  the  change  in  our  percentage  cost  estimates  reported  in  April 
1991  and  in  December  1992  are  several,  including  changes  in  the 
GSM-102/103  portfolio,  overall  improvement  in  the  prices  of  country 
loans  on  the  secondary  market,  and  refinements  to  our  estimating 
methodology. 

In  addition  to  these  estimates,  USDA  now  provides  a  GSM-102/103 
program  cost  estimate  in  its  fiscal  year  budget  request  to 
Congress.   According  to  USDA  officials,  the  Federal  Credit  Reform 
Act  of  1990  requires  that  each  government  agency  include  in  its 
budget  submission  a  program  cost  estimate  for  each  loan,  loan 


to  assume  a  relatively  lengthy  life  of  the  GSM-102/103  portfolio. 
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guarantee,  or  Insurance  program.   In  Its  fiscal  year  1984  budget 
submission,  USDA  included  an  estimated  cost  of  $403  million  for  the 
GSM- 102/ 103  programs,  based  on  an  expected  $5.7  billion  in 
guaranteed  loan  activity.   USDA  also  provided  a  current  cost 
estimate  of  $388.2  million  for  its  fiscal  year  1993  GSM-102/103 
programs,  which  is  also  based  on  an  expected  $5.7  billion  in 
guaranteed  loan  activity. 

This  concludes  my  comments  on  the  GSM-102/103  program  management 
weaknesses  we  believe  still  need  attention.   Now,  I  would  like  to 
comment  on  several  other  program  issues  that  the  Subcommittee 
requested  we  address. 


LEGISLATIVE  RESTRICTIONS  ON  THE  GSM-102/103  PROGRAMS 

Section  202(e)  of  the  Agricultural  Trade  Act  of  1978,  as  amended  by 
section  1531  of  the  Food,  Agriculture,  Conservation,  and  Trade  Act 
of  1990  (P.L.  101-624),  says  that  export  credit  guarantees 
authorized  by  this  section  shall  not  be  used  for  foreign  aid, 
foreign  policy,  or  debt  rescheduling  purposes.   Also,  section 
202(f),  as  amended,  says  that  CCC  shall  not  make  credit  guarantees 
available  in  connection  with  sales  of  agricultural  commodities  to 
any  country  that  the  Secretary  determines  cannot  adequately  service 
the  debt  associated  with  such  sale. 
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we  have  been  told  by  FAS  officials  that  the  GSM-102/103  programs 
have  been  used  in  the  past  for  political  or  foreign  policy 
purposes.   We  examined  the  effectiveness  of  the  foreign  policy  and 
ability  to  repay  restrictions  by  reviewing  the  case  of  the  former 
Soviet  Union  and  Russia's  participation  in  the  GSM-102/103 
programs . 

Former  Soviet  Union's  Participation  in  the  GSM-102/103  Programs 

In  December  1990,  the  Bush  administration  decided  to  provide  $1 
billion  in  GSM- 102  export  credit  guarantees  to  the  Soviet  Union. 
Before  the  administration's  decision  to  grant  the  original  $1 
billion  in  agricultural  export  credit  guarantees,  there  was 
considerable  discussion  within  USDA  about  the  Soviet  Union's 
creditworthiness  and  its  ability  to  service  the  debt  associated 
with  the  GSM-102  purchases.   Despite  USDA's  concern  over  the  Soviet 
Union's  creditworthiness,  the  Agriculture  Secretary  did  not  make  a 
determination  that  the  Soviet  Union  would  be  unable  to  adequately 
service  the  new  GSM-102  debt,  and  the  credit  guarantees  were 
provided. 


*The  initial  approval  of  U.S.  credit  guarantees  was  made  possible 
by  evidence  of  Soviet  emigration  liberalization  and  the  temporary 
waiving  of  restrictions  under  the  Jackson-Vanik  amendment  to  the 
1974  Trade  Act.   The  act  had  made  credit  guarantees  to  the  Soviet 
Union  contingent  upon  the  enactment  into  law  of  liberalized 
emigration  policies. 
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The  credits  were  quickly  exhausted,  and  in  June  1991  the 
administration  agreed  to  provide  the  Soviets  with  an  additional 
$1.5  billion  in  credit  guarantees.   The  White  House  Press  Secretary 
stated  that  the  recent  allocation  of  additional  export  credit 
guarantees  for  the  Soviet  Union  reflected  the  administration's 
desire  to  promote  a  continued  positive  evolution  in  the  U.S. -Soviet 
relationship. 

Before  the  President's  June  1991  decision,  there  were  extensive 
debates  in  both  the  House  and  Senate  over  whether  to  extend  credit 
guarantees  to  the  Soviet  Union.   The  issues  that  were  debated 
focused  on  foreign  policy  and  market  development  concerns,  as  well 
as  on  whether  or  not  the  Soviet  Union  would  be  able  to  repay  the 
GSM- 102  debt.   More  specifically,  the  issues  debated  were  (1)  the 
temporary  easing  of  food  shortages  and  whether  this  action  would 
improve  the  public's  opinion  of  its  President,  thus  preventing  his 
demise  and  the  ascendancy  of  a  more  repressive  regime;  (2)  the 
crackdowns  on  the  new  republics'  independence  and  democracy 
movements;  (3)  the  impact  of  extending  credit  guarantees  on  U.S. 
balance  of  trade  and  farm  incomes;  (4)  the  effect  on  U.S.  market 
retention  and  expansion;  (5)  the  impact  on  Soviet  eligibility  for 
food  aid;  (6)  the  future  of  market  reforms  in  the  Soviet  Union;  and 
(7)  the  deteriorating  economy  of  the  Soviet  Union  and  its  ability 
to  repay  future  debt. 
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The  Senate's  position  on  providing  the  former  Soviet  Union  with 
additional  GSM  credit  guarantees  was  expressed  in  May  1991,  when 
the  Senate  passed  a  nonbinding  resolution  (S.  Res.  117)  that 
recommended  extending  the  additional  $1.5  billion  in  credit 
guarantees.   In  June  1991,  a  bipartisan  group  of  36  House 
Agriculture  Committee  members  cosigned  a  letter  to  the  Secretary  of 
Agriculture  that  sought  to  clarify  the  restrictions  in  the 
legislation  regarding  a  country's  eligibility  for  export  credit 
guarantees . 

Given  the  circumstances,  we  believe  an  argument  could  be  made  that 
the  credit  guarantees  were  being  provided  for  foreign  policy 
purposes;  however,  the  market  development  considerations  were 
sufficient  to  justify  the  extension  of  the  GSM  credit  guarantees. 


Soviet  Union  Successor  States'  Participation 
in  the  GSM-102/103  Programs 


Since  the  announcement  of  the  first  credit  guarantees  to  the  Soviet 
Union  in  1990,  CCC  has  made  available  credit  guarantees  for  the 
former  Soviet  Union  and  its  successor  states  equal  to  $5.95 
billion.   Of  this  amount,  nearly  $5  billion  has  been  used,  about 
$450  million  is  apparently  no  longer  available,  and  almost  $520 
million  is  held  up  owing  to  defaults  on  payments  due.'  Of 


Of  the  $520  million  in  unused  commitments,  about  $390  million 
are  for  Russia  and  $130  million  for  Ukraine.   The  Russian  program 
has  been  suspended  because  of  Russian  defaults  on  GSM-102 
payments  for  former  Soviet  and  Russian  debt.   According  to  a  USDA 
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guaranteed  sales  registered  to  date,  the  former  Soviet  Union 
received  $3.74  billion,  Russia  $1.06  billion,  and  Ukraine  $179 
million. 

Since  the  dissolution  of  the  Soviet  Union,  Russia  has  assumed 
principal  responsibility  for  repaying  the  former  Soviet  Union's 
GSM-102  debt.   However,  beginning  in  late  November  1992,  Russia 
began  defaulting  on  its  scheduled  repayments  on  GSM-102  guaranteed 
debt.   As  of  April  17,  1993,  financial  institutions  in  the  United 
States  had  filed  almost  $553  million  in  claims  on  Russian  defaults, 
and  CCC   had  paid  almost  $500  million  of  the  claims. 

The  new  Secretary  of  Agriculture  recently  said  that  USDA  considers 
Russia  to  be  a  very  important  market  and  that  the  loss  of  this,  and 
other  former  Soviet  Union  markets,  would  likely  have  a  detrimental 
impact  on  domestic  markets  and  U.S.  commodity  support  programs. 
The  Secretary  said  he  would  like  to  find  a  way  to  keep  selling 
grain  to  Russia,  but  the  taxpayers  have  a  right  to  know  that 
countries  to  which  we  extend  credit  guarantees  can  pay  for  the 
purchases.   The  Secretary  indicated  that  the  issue  of  how  to 
continue  grain  sales  to  the  successor  states  is  currently  being 
examined  by  the  administration  and  that  the  issue  includes  national 
security  as  well  as  market  considerations. 


official,  the  Ukrainian  credits  are  not  likely  to  be  registered 
for  sale  until  the  defaults  on  the  former  Soviet  Union's  GSM  debt 
are  resolved. 
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Last  month,  an  agreement  was  reached  between  Russia  and  19  of  Its 
official  creditor  nations,  Including  the  United  States,  to 
reschedule  about  $15  billion  of  former  Soviet  Union  and  Russian 
official  debt.   Included  was  approximately  $1.1  billion  in  GSM-102 
debt.   The  GSM-102  debt  that  was  agreed  to  be  rescheduled  Is  debt 
associated  with  1991  GSM-102  sales  to  the  former  Soviet  Union  and 
Russia.   It  included  arrearages  on  principal  and  Interest  payments 
as  of  December  30,  1992,  and  payments  coming  due  during  calendar 
year  1993.   (A  summary  of  the  rescheduling  is  in  app.  I.) 

Our  examination  of  the  Impact  of  the  1990  Farm  Bill  restrictions  on 
the  GSM-102  program  in  the  cases  of  the  former  Soviet  Union  and 
Russia's  participation  in  the  program  reveals  that  the  restrictions 
did  not  prevent  GSM-102  credit  guarantees  from  being  provided. 
While  extension  of  new  credit  guarantees  for  the  former  Soviet 
Union  may  have  been  desired  for  foreign  policy  reasons,  there  were 
sufficient  market  development  objectives  to  justify  the  extension 
of  new  credit  guarantees.   Furthermore,  determinations  on  the 
ability  to  repay  are  judgment  calls  for  which  the  Secretary  of 
Agriculture  has  considerable  discretion  to  approve  new  credit 
guarantees  for  very  risky  countries.   Overall  creditworthiness  of  a 
country  is  only  one  factor  considered  by  the  Secretary  in  assessing 
the  likelihood  of  repayment  of  a  specific  credit  guarantee. 
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DO  THE  GSM- 102/103  PROGRAMS  RESULT  IN  ADDITIONAL 
EXPORTS  OF  U.S.  AGRICULTURAL  COMMODITIES? 


Proponents  of  the  GSM-102/103  programs  generally  believe  that  the 
programs  result  in  additional  exports  of  U.S.  agricultural 
commodities.   By  "additional"  exports,  we  mean  increases  in  total 
U.S.  exports  of  agricultural  commodities  that  would  not  have 
occurred  without  the  assistance  of  the  GSM-102/103  programs. 
However,  attributing  additional  exports  specifically  to  the 
intervention  of  the  GSM-102/103  programs  is  difficult  to  prove. 

On  the  other  hand,  empirical  evidence  does  exist  that  demonstrates 
that  the  programs  have  helped  increase  U.S.  market  share  in 
specific  foreign  country  agricultural  markets.   However,  the 
permanency  of  some  of  those  markets  have  been  sensitive  to  the 
continuation  of  GSM-102/103  credits. 

The  principal  problem  in  developing  empirical  evidence  of 
"additionality"  involves  a  multitude  of  variables,  other  than  the 
intervention  of  the  GSM-102/103  programs,  that  can  contribute  to 
increases  (or  decreases)  in  U.S.  agricultural  exports.   For 
example,  changes  in  the  value  of  the  dollar,  prices  of  U.S. 
agricultural  commodities  versus  competitors'  prices,  the  quality  of 
the  commodities,  other  U.S.  export  promotion  programs,  competitor 
countries'  export  promotion  and  subsidy  programs,  foreign  trade 
restrictions,  and  bilateral  purchasing  agreements  are  some  of  the 
many  variables  that  can  directly  affect  the  levels  of  U.S. 
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agricultural  exports.   Isolating  the  effects  of  each  of  these,  and 
all  of  the  other  factors,  in  an  effort  to  attribute  the  impact  they 
have  on  U.S.  exports  would  be  a  very  difficult,  if  not  Impossible, 
task. 

Those  that  are  critical  of  the  GSM-102/103  programs--mainly  our 
competitor  countries--claim  that  the  programs  do  not  result  in 
additional  U.S.  exports.   Competitor  countries  say  the  programs 
instead  create  market  inefficiencies  and  higher  commodity 
tr   5portation  costs  by  displacing  traditional  suppliers  to 
specific  countries  and  forcing  those  suppliers  to  market  their 
commodities  elsewhere.   We  agree  that  this  is  an  unfortunate  cost. 
However,  we  believe  the  cost  is  not  attributable  solely  to  the  GSM- 
102/103  programs  but  is  a  result  of  competitor  country  programs  as 
well,  which  operate  in  much  the  same  fashion. 

Finally,  I  would  like  to  briefly  comment  on  another  CCC  export 
promotion  program--the  Export  Enhancement  Program--because  it  is 
often  implemented  simultaneously  with  the  GSM-102/103  programs  in 
specific  countries. 


EXPORT  ENHANCEMENT  PROGRAM 

The  Export  Enhancement  Program  (EEP)  is  designed  to  make  U.S. 
agricultural  exports  competitive  with  the  subsidized  exports  of 
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other  countries,  in  particular,  the  European  Community  (EC).   When 
EEP  was  first  started,  in  May  1985,  USDA  would  give  exporters  of 
U.S.  agricultural  commodities  in-kind  bonuses  out  of  CCC  stocks. 
These  bonus  commodities  enabled  U.S.  exporters  to  lower  their 
selling  price  to  levels  that  would  be  competitive  with  the  heavily 
subsidized  export  prices  of  the  EC.   S.lnce  1985,  the  program  has 
grown  from  supporting  exports  to  4  countries,  to  helping  U.S. 
exports  to  more  than  71  countries  or  regions.   Almost  $5.4  billion 
in  bonuses  have  been  awarded  under  the  program  to  promote  $18 
billion  in  agricultural  exports.   Today,  there  are  no  excess 
commodities  in  the  CCC's  warehouses,  so  USDA  now  pays  cash  bonuses 
to  exporters  of  U.S.  agricultural  commodities.   (An  historical 
summary  of  authorized  bonus  levels  is  in  app.  II.) 

The  Reagan  administration--in  using  EEP  to  bolster  U.S. 
agricultural  exports--was  hoping  not  only  to  recapture  markets  that 
had  been  gained  by  the  EC  through  its  export  subsidies,  but  also  to 
encourage  the  EC  to  negotiate  reductions  in  agricultural  subsidies. 
Since  1985,  EEP  has  helped  recapture  targeted  markets  previously 
held  by  the  EC.   However,  EEP  has  also  become  more  of  a  permanent 
subsidy  program;  and  while  EEP  has  encouraged  members  of  the  EC  to 
negotiate  agricultural  subsidy  issues,  final  agreement  on  reducing 
agricultural  subsidies  has  not  been  reached. 

In  several  markets,  CCC  permits  the  EEP  program  to  be  used 
simultaneously  with  the  GSM-102/103  programs.   In  such 
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circumstances,  the  importing  country  is  not  only  buying  U.S. 
agricultural  commodities  on  credit  terms,  but  it  also  is  obtaining 
close  to  the  lowest,  if  not  the  lowest,  commodity  sales  price 
available. 

We  have  issued  several  reports  and  testimonies  on  EEP  during  the 
past  several  years  addressing  USDA's  weaknesses  in  managing  the 
program,  as  well  as  the  effectiveness  of  the  program  in  meeting  its 
objectives.   While  the  ability  of  EEP  to  expand  U.S.  exports 
overall  is  debatable,  its  value  as  a  trade  policy  tool  remains  as 
long  as  U.S.  exporters  face  subsidized  competition.   Furthermore, 
the  credibility  of  the  United  States  in  countering  subsidized 
exports  depends  on  continued  willingness  to  adequately  fund  this 
effort  as  long  as  foreign  agricultural  subsidies  continue.   If  the 
Uruguay  Round  of  multilateral  negotiations  is  successful,  EEP  will 
need  to  be  reevaluated. 


Mr.  Chairman  and  Members  of  the  Subcommittee,  this  completes  my 
prepared  statement.   I  would  be  happy  to  try  to  answer  any 
questions  you  might  have. 
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APPENDIX  I 


APPENDIX  I 


SUMMARY  OF  U.S.  RESCHEDULING  OF  THE  SOVIET  UNION  AND  ITS  SUCCESSOR 
STATES'  $1.1  BILLION  IN  GSM-102  DEBT 


Description  of  debt 

Amount  of  debt  to  be 
rescheduled 

Repayment  terms 

Arrears  accumulated 
in  1992 

$133 

10  semi-annual  re- 
payments beginning 
1/1/95  and  ending  on 
7/1/99 

Arrears  accumulated 
and  payments  coming 
due  in  1993 

895 

10  semi-annual  re- 
payments beginning 
1/1/96  and  ending  on 
7/1/00 

Interest  that 
continues  to  accrue 
on  debt  being 
rescheduled 

70 

40%  is  due  as  sched- 
uled; 60%  is  due  in 
10  semi-annual  re- 
payments beginning 
1/1/96  and  ending  on 
7/1/00 

Total  rescheduling 

$1,098 
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U.S.  COMMODITY  VALUES  OR  FUNDING  PROVIDED  FOR  EEP 


Legislation  or 

Commodity  values  or 

Period  when 

announcement 

funding  provided 

commodity  values  or 
funds  are  available 

Food  Security  Act  of 

Total  of  $2  billion 

October  1985  thru 

1985 

of  surplus 

agricultural 

commodities 

September  1988 

Food  Security  and 

Changed  total 

October  1985  thru 

Improvements  Act  of 

commodity 

September  1988 

1986 

availability  to  not 
less  than  $1  billion 
nor  more  than  $1.5 
billion  of  surplus 
agricultural 
commodities 

USDA  announcement  in 

CCC,  under  authority 

July  1987 

from  its  charter 
act,  would  continue 
to  provide  EEP 
bonuses  once  the 
$1.5  billion  in 
surplus  agricultural 
commodities  was 
exhausted 

Omnibus  Trade  and 

Additional  $1 

Through  fiscal  year 

Competitiveness  Act 

billion  in  surplus 

1990 

of  1988 

agricultural 
commodities 

Omnibus  Budget 

Limited  amount  of 

Fiscal  year  1990 

Reconciliation  Act 

EEP  bonus 

of  1989 

commodities  to  $566 
million  for  the 
fiscal  year 

Food,  Agriculture, 

$500  million  in 

Fiscal  years  1991 

Conservation  and 

commodities  or  cash 

through  1995 

Trade  Act  of  1990 

annually 

Legend 

CCC  =  Commodity  Credit  Corporation 
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RELATED  GAP  PRODUCTS 

Transition  Series:  International  Trade  (GAO/OCG-93-11TR,  Dec. 
1992)  . 

Loan  Guarantees:  Export  Credit  Guarantee  Programs'  Costs  Are  High 
(GAO/GGD-93-45,  Dec.  22,  1992). 

Progress  in  GATT  Negotiations  (GAO/GGD-92-6R,  July  31,  1992). 

U.S.  Department  of  Agriculture:  High-Value  Products  and  U.S.  Export 
Promotion  Efforts  (GAO/T-GGD-92-64 ,  July  28,  1992). 

International  Trade:  Canada  and  Australia  Rely  Heavily  on 
Wheat  Boards  to  Market  Grain  (GAO/NSIAD-92-129 ,  June  10,  1992). 

Agriculture's  Export  Credit  Programs:  Delays  in  Accessing  Records 
Relating  to  Iraq  (GAO/T-GGD-92-47 ,  May  29,  1992). 

U.S.  Department  of  Agriculture:  Improved  Management  Could  Increase 
the  Effectiveness  of  Export  Promotion  Activities  (GAO/T-GGD-92-30, 
Apr.  7,  19  92). 


International 

Trade: 

Better  Trade 

Show  Management 

Can  Increase 

Benefits  to  E; 

reporters  (GAO/NSIAD-i 

32-122, 

Mar.  10, 

1992)  . 

International 

Trade: 

Agricultural 

Trade  i 

Dffices' 

Role  in  Promotl 

ng 

U.S.  Exports  : 

Is  Unci' 

ear  (GAO/NSIAD-92-65 

,  Jan.  16 

,  1992). 

International 

Trade: 

Soviet  Agricultural 

Reform  a 

nd  the  U.S. 

Government  Response  (GAO/NSIAD-91-152 ,  June  28,  1991) 

U.S.  Efforts  to  Increase  Export  of  High  Value  Agricultural  Products 
{GAO/T-NSIAD-91-43,  June  25,  1991). 

The  Soviet  Union's  Participation  in  the  Agriculture  Department's 
Export  Credit  Guarantee  Programs  (GAO/T-NSIAD-91-38 ,  May  21,  1991). 

Loan  Guarantees:  Export  Credit  Guarantee  Programs'  Long-Run  Costs 
are  High  (GAO/NSIAD-91-180,  Apr.  19,  1991). 

Iraq's  Participation  in  the  Commodity  Credit  Corporation's  GSM-102- 
103  Export  Credit  Guarantee  Programs  (GAO/T-NSIAD-9 1-13,  Mar.  14, 
1991)  . 

Agricultural  Trade  Negotiations:  Stalemate  in  the  Uruguay  Round 
{GAO/NSIAD-91-129,  Feb.  1,  1991). 
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North  American  Export  Grain 
Association  Incorporated 


PREPJ^ED  STATEMENT  OF  STEVEN  A.  McCOY 

PRESIDENT 

NORTH  AMERICAN  EXPORT  GRAIN  ASSOCIATION 

a  Hearing  on 

AGRICULTURE  EXPORT  PROGRAMS 

before  the 

HOUSE  FOREIGN  AFFAIRS  COMMITTEE 

May  6,  1993 
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PREPARED  STATEMENT  OF  STEVEN  A.  McCOY 

PRESIDENT 

NORTH  AMERICAN  EXPORT  GRAIN  ASSOCIATION 

a  Hearing  on 

AGRICULTURE  EXPORT  PROGRAMS 

before  the 

HOUSE  FOREIGN  AFFAIRS  COMMITTEE 

May  6,  1993 


Introduction 

Mr.  Chairman,  thank  you  for  the  opportunity  to  appear  before 
your  Subcommittee  today  to  discuss  matters  pertaining  to  the 
management  and  effectiveness  of  the  U.S.  Department  of  Agriculture 
(USDA)  Export  Enhancement  Program  (EEP) ,  and  General  Sales  Manager 
f€SM7  export  credit  programs. 

I  am  Steve  McCoy,  President  of  the  North  American  Export  Grain 
Association  (NAEGA) ,  the  national  association  of  U.S.  grain  and 
oilseed  exporting  companies  and  cooperatives. 

I  have  been  asked  to  address  five  issues: 

(1)  the  effectiveness  of  GSM  programs  in  maintaining  and 
increasing  U.S.  market  share; 

(2)  the  effectiveness  of  EEP  in  combating  EC  competition; 

(3)  recommended  management   improvements   in  GSM  and  EEP 
programs ; 

(4)  export  program  goals  and  objectives;  and 

(5)  the  importance  of  USDA  creditworthiness  criteria. 

I  will  do  so  briefly  below,  and  look  forward  to  expanding  upon 
the  broad  themes  of  my  testimony,  following  my  initial  introduction 
and  summary  remarks. 

Effectiveness  of  GSM 

There  are  few  in  American  agriculture  who  would  dispute  the 
overall  positive  contribution  of  GSM  export  credit  programs  to  U.S. 
agricultural  export  competitiveness;  and  fewer,  still,  who  would 
question  the  need  to  maintain,  or  even  expand,  such  'rograms  in  the 
face  of  declining  U.S.  market  share,  continued  intense  (and  often, 
unfair)  foreign  competition,  and  important  U.S.  economic  interests 
in  building  and  sustaining  markets  for  U.S.  farm  goods. 
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GSM  programs  are  not  perfect.  They  would  benefit, 
particularly,  by  being  more  commercially  oriented  as  to  management 
and  ease  of  operation. 

Nevertheless,  they  have  met  the  test  of  their  Congressional 
mandate.  They  have  added  new  markets  for  U.S.  agriculture,  and 
sustained  other  markets  that  might  have  sought  different  origins, 
or  disappeared  entirely,  in  their  absence.  The  GSM  programs  have 
served  their  purpose,  and,  generally,  served  it  well.  They  deserve 
your  support. 

Correlation  of  GSM  and  Declining  U.S.  MarXet  Share 

U.S.  agricultural  export  market  share  has  declined  steeply  in 
recent  years.  It  is  a  source  of  major  apprehension  for  American 
agriculture,  generating  concern  not  seen  since  the  farm  crisis  era 
of  the  1980s;  generating,  also,  renewed  demands  for  a  more 
definitive  U.S.  government  commitment  to  farm  export  promotion,  and 
anxiety  that  the  problem  of  a  devalued  U.S.  agricultural 
competitiveness  is  not  properly  appreciated  (  or  the  subject  of 
action) ,  either  by  Congress  or  the  Administration. 

The  decline  in  U.S.  agricultural  competitiveness  is  a  direct 
result  of  a  number  of  factors,  among  them:  government  supply 
management  policies;  lack  of  progress  in  the  GATT  round;  continued 
unfair  and  predatory  foreign  trade  practices;  the  vicissitudes  of 
U.S.  foreign  policy;  and,  economic  and  political  difficulties  in 
important  U.S.  agricultural  markets. 

Management  problems  with  the  GSM  programs,  while  important, 
are  not  comparable  in  scope  with  these  more  general  problems.  The 
GSM  programs  can  be  improved,  but  the  problems  of  GSM  do  not 
correlate  fundamentally  with  the  fact  of  a  declining  U.S.  market 
share.   Rather,  it  is  quite  the  reverse. 

All  of  the  agricultural  export  programs  that  can  be  conceived 
by  man  are  only  as  good,  or  as  effective,  as  the  commitment  they 
receive  from  the  Federal  government,  and  the  domestic  agricultural 
and  foreign  policies  which  underpin  them.  U.S.  agricultural 
domestic  and  foreign  policies  set  the  conditions  for  U.S. 
competitiveness.  If  answers  are  sought  to  the  question  of 
declining  market  share  we  need  to  start  there,  and  the  place  to 
start  is  with  a  review  of  government  supply  management  programs 
(and,  potentially,  future  administration  policy  with  respect  to  the 
establishment  of  price  supports) . 

Effectiveness  of  EEP 

The  EEP  program  has  been  controversial  since  its  inception. 
It  is  an  export  subsidy  program.  American  policy,  for  the  last  two 
decades,  at  least,  has  been  to  disavow  unilateral  agricultural 
export  subsidy  regimes  in  preference  of  a  free  trade,  international 
environment.  EEP,  therefore,  places  us  on  the  horns  of  a  dilemma. 
Nevertheless,  it  is  difficult  to  conceive  of  how  the  U.S.  can 
maintain  its  competitiveness  in  the  face  of  EC  subsidies,  save  by 
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resort  to  EEP,  which,  in  a  better  world,  we  might  happily  do 
without. 

The  record  of  EEP  vis  a  vis  the  EC  is  also  controversial. 
Prevailing  opinion  holds  that  the  program  was  most  effective  as  a 
tool  to  punish  EC  predation  in  its  earliest  years;  of  late,  and 
given  failure  to  conclude  the  GATT  round,  we  have  settled  into  a 
holding  pattern.  We  have  failed  to  seriously  erode  EC  market 
share. 

Fundamental  answers  are  demanded  soon:  among  them,  will  we 
complete  the  GATT  round,  or  not?  If  substantial  progress  on 
worldwide  elimination  of  agricultural  export  subsidies  is  not 
possible  -  and,  therefore,  EEP  subsidies  remain  a  more  permanent 
fixture  of  U.S.  policy  -  then  improvements  in  the  program  should  be 
made.   Improvements  in  the  EEP  program  should  be  made  anyhow. 

The  U.S.  export  grain  industry  supports  the  elimination  of 
worldwide  export  subsidies,  including  EEP.  Failing  that,  EEP,  like 
GSM,  must  be  made  more  market-oriented.  In  particular,  the 
decision  making  process  affecting  EEP  must  be  made  more  reliable, 
stable,  and  transparent  so  that  the  program  complements,  rather 
than  disrupts  the  market. 

I  have  provided  your  staff  with  a  host  of  recommendations 
that  NAEGA  has  made  over  many  years,  to  improve  the  operation  and 
effectiveness  of  the  EEP  program.  Similar  recommendations  have 
also  been  provided  with  respect  to  GSM.  I  ask  your  consideration 
of  them,  and  pledge  our  support  for  your  efforts  to  make  these 
programs  more  effective  for  U.S.  interests. 

One  final  note  regarding  the  management  of  EEP.  There  is 
need,  now,  for  USDA  to  announce  worldwide  EEP  allocations  for  the 
period  beginning  July  1,  1993.  Current  worldwide  allocations  end 
June  30,  1993,  and  the  absence  of  allocations  after  that  date  place 
U.S.  agriculture  at  a  competitive  disadvantage. 

I  know  USDA  is  currently  working  hard  to  produce  such  an 
announcement  at  the  earliest  possible  date.  However,  your  interest 
in  the  matter  could  spur  additional  energy  to  the  task,  and  I  urge 
you  to  make  your  interest  known. 

Goals  and  Objectives  of  EEP  and  GSM 

The  goals  and  objectives  of  EEP  and  the  GSM  programs,  as 
established  by  law  and  regulation,  have  been  subject  to  intensive 
debate.  Both  are  targeted  programs — EEP  in  markets  affected  by  EC 
competition;  and  GSM  primarily  in  markets  where  U.S.  government 
guarantees  can  encourage  commercial  financing,  such  financing 
unlikely  to  be  available  in  the  absence  of  GSM. 

It  is  no  doubt  well  known  to  you  that  many  in  the  U.S.  grain 
trade  and  U.S.  agriculture  favor  an  across-the-board  approach  to 
EEP,  rather  than  the  current  targeted  policy.  Past  administrations 
have  resisted  pressure  to  broaden  the  programs,   judging  its 
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principal  purpose  to  counteract  EC  subsidies.  The  issue  of 
commodities  or  products  favored  under  the  program  has  also  been  a 
subject  of  debate. 

GSM  is  held,  by  law,  to  be  free  from  foreign  policy 
considerations.  However,  we  know  that  intention  to  be  difficult  in 
practice  to  achieve.  Real  progress  has  been  made  since  1990  in 
streamlining  inter-agency  coordination  of  EEP  and  GSM  programs. 
Worldwide  announcements  and  allocations  for  both  programs  have  been 
improved  substantially  on  the  case-by-case  problems  of  the  past. 
Despite  the  intent  of  Congress,  it  is  unlikely  that  commercial 
considerations  will  ever  be  totally  divorced  from  foreign  policy 
considerations,  particularly  given  the  mix  of  countries  served  by 
GSM. 

Creditworthiness 

Creditworthiness  considerations  have  become  a  source  of 
substantial  debate  recently  as  a  result  of  conditions  affecting 
sales  to  Russia  and  the  CIS.  In  fact,  creditworthiness  has  always 
been  a  criterion  of  GSM;  it  did  want  to  be  introduced  into  debate 
by  the  1990  Act. 

Nevertheless,  creditworthiness  guidelines  contained  in  that 
Act,  as  interpreted  by  USDA,  may  be  too  narrow  to  admit  such 
circumstances  as  we  see  today  with  respect  to  Russia.  Holding 
Russia  fully  accountable  for  the  past  debt  of  the  USSR,  it  remains 
suspended  from  the  GSM  program,  despite  real  evidence  that  it  could 
service  new  debt  under  terms  of  a  GSM-103  loan. 

We  need  to  do  all  we  can  to  move  Russia  as  quickly  as 
possible  away  from  food  aid  terms  and  back  to  commercial  terms,  as 
Russia  itself  has  advocated.  Doing  so  need  not  negate  the 
principle  of  creditworthiness  as  contained  in  the  1990  Act. 

Our  recommendations  for  addressing  the  Russian  situation  have 
been  provided  to  you.  We  are  happy  to  discuss  the  matter  further 
at  your  convenience. 

Conclusions 

I  have  touched  on  a  few  themes  relating  to  the  issues  you 
seek  to  address  today.  I  urge  you  not  to  lessen,  but  rather  to 
steel  your  commitment  to  U.S.  agricultural  exports. 

It  is  easy  to  be  critical  of  USDA  for  particular  decisions 
made  with  respect  to  export  programs.  Nevertheless,  it  is 
important  to  recognize  that  each  decision  may  be  best  left  to  USDA 
and  to  the  regulatory  process  to  effect.  Micro-management  of  these 
programs  from  the  outside  most  often  hinders  rather  than  promotes 
the  flexibility  necessary  to  make  the  EEP  and  GSM  programs  truly 
useful  tools  in  promoting  U.S.  exports. 

I  appreciate  the  opportunity  to  testify  today.  I  am  happy  to 
answer  any  questions  you  may  have. 
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